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INTRODUCTION 

Our  prior  audit  of  the  Springfield  Redevelopment  Authority  (SRA) 
covered  the  two-year  period  ended  June  30,  1989.  The  prior 
report  contained  six  audit  results  and  recommended  changes  to 
improve  internal  controls  and  improve  the  SRA's  financial 
accounting  system.  While  most  of  the  past  recommendations  had 
been  implemented  by  the  prior  SRA  administration,  our  current 
report  addresses  additional  improvements  that  need  to  be  made 
to  help  resolve  conditions  that  were  the  result  of  internal 
control  weaknesses.  The  current  SRA  administration  has 
indicated  its  willingness  to  implement  our  recommendations. 

AUDIT  RESULTS 

1.  Prior  Audit  Results  Resolved;  Our  current  audit  noted  that  five 
of  the  six  audit  results  from  our  prior  audit  report  (No. 
90-779-1)  were  resolved.  Specifically,  we  noted  that:  (a) 
cash  management  has  been  improved  because  bank  statements  were 
reconciled  to  the  general  ledger;  funds  were  deposited  into 
interest-bearing  accounts,  when  possible;  and,  according  to 
HUD  program  monitoring  reviews,  federal  funds  were  drawn  down 
on  a  weekly  basis  to  cover  immediate  cash  needs;  (b)  there  was 
an  improved  segregation  of  duties  since  the  accounts  payable 
and  payroll  functions  were  transferred  to  the  city  of 
Springfield;  (c)  improved  servicing  and  collection  procedures 
for  rehabilitation  loans  receivable  helped  decrease  the 
delinquency  rate  on  these  loans  from  the  96%  delinquency  noted 
in  the  prior  audit  to  25%  during  the  current  audit  period;  (d) 
equipment  inventory  had  been  tagged,  recorded  on  the  perpetual 
inventory  records,  and  assigned  a  cost  for  financial  reporting 
purposes;  and  (e)  IRS  Forms  1099  had  been  filed  for 
consultants  working  at  the  Homeless  Shelter  and  were  being 
issued  to  all  nonemployees  during  the  current  period. 

2 .  Prior  Audit  Result  Unresolved:  Inaccurate  Financial  Records; 
Both  our  prior  and  current  audit  noted  numerous  problems  with 
the  SRA's  financial  accounting  system  that  resulted  in  the 
SRA's  financial  records  and  financial  statements  being 
inaccurate  or  unsupported  and  unreliable.  Examples  of  some  of 
the  problems  we  noted  were:  (a)  general  journal  adjusting 
entries  totaling  $1,336,406  were  made  during  fiscal  year  1992 
without  supporting  documentation  or  explanation;  (b)  financial 
accounting  for  certain  state  grants  was  not  properly  recorded 
and  reported  on  the  financial  statements;  and  (c)  documents 
supporting  the  SRA's  receipts  and  disbursements  activity  for 
the  period  October  1991  to  April  1992  were  missing  and  could 
not  be  located.  The  city  of  Springfield  is  ultimately 
responsible  for  oversight  of  the  SRA's  financial  records. 
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3 .  Insufficient  Transfer  of  Management  Records  and  Responsibility:  9 
Because  of   past   financial   management   deficiencies   at   the  SRA, 

HUD  required  that  the  city  of  Springfield  assume  direct 
financial  management  responsibility  of  the  SRA.  This  was  to 
include  the  transfer  of  all  existing  SRA  ledgers,  checkbooks, 
and  other  documents  to  the  City  Auditor,  who  was  to  be 
responsible  for  the  day-to-day  administration  of  the  SRA's 
fiscal  affairs.  We  noted  that  the  transfer  of  financial 
responsibility  was  never  fully  accomplished,  since  SRA 
personnel  continued  to  handle  collection  on  loans  and  notes 
receivable,  maintained  financial  records  for  non-Community 
Development  Block  Grant  funded  programs,  and  retained  custody 
of  several  bank  accounts.  We  also  noted  that  the  SRA's  former 
Chief  Fiscal  Officer  remained  on  the  SRA  payroll  and  wrote 
checks  for  SRA  expenses,  even  though  this  person  was  to  have 
been  transferred  to  the  city  and  was  not  to  have  check 
issuance  or  signatory  authority.  Additionally,  the  SRA's 
former  outside  accountant  was  paid  to  maintain  the  SRA's 
general  ledger  and  prepare  monthly  financial  statements. 
Despite  the  involvement  of  the  city,  the  SRA's  former  Chief 
Fiscal  Officer,  and  the  SRA's  outside  accountant,  the  SRA's 
financial  management  remained  deficient. 

4.  Accounts  Receivable  Deficiencies;     Although  the  SRA  improved  its  12 
rehabilitation    loan   accounts   receivable   delinquency   rate  from 

96%  to  25%,  we  noted  additional  problems  in  the  area  of 
accounts  receivable.  We  noted  (a)  unrecorded  accounts 
receivable  totaling  $934,504  as  of  June  30,  1992;  (b)  the  SRA 
subordinated  its  position  on  loans,  which  put  it  in  a  less 
likely  position  to  collect  on  the  loan  if  the  borrower 
defaulted  (some  of  these  subordinations  resulted  in  the 
borrowers'  taking  on  additional  debt  of  $307,000  to  finance 
other  projects  or  pay  off  debt  unrelated  to  the  SRA)  ;  (c)  the 
SRA's  Reserve  for  Doubtful  Accounts  was  overstated  by 
$1,402,873,  which  presented  a  misleading  financial  position  of 
the  SRA. 

5.  Inadequate  Financing  and  Fiscal  Control  over  Bank-Financed  Pro-  15 
jects :        Our     review     of     the     SRA's     bank-financed  projects 
disclosed     that     the     SRA    mismanaged     the     mortgages     and  the 
projects,    as    evidenced   by    its   mortgage   defaults;  significant 

delays  on  payments  to  the  contractor;  incomplete  accounting 
records  for  borrowed  funds;  failure  to  file  insurance  claims 
for  vandalism  of  the  projects;  and  the  sale  of  property  for 
less  than  the  financed  cost.  As  a  result,  the  SRA's  poor 
control  over  the  mortgages  and  projects  has  already  cost  it 
$226,179  and  has  the  potential  to  cost  an  additional  $81,825. 
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6.  Questionable  Compensation  Paid  to  Certain  SRA  Employees;  Our  re-  18 
view  of  the  SRA's  involvement  with  the  city  of  Springfield's 
Exhibition  Hall  Commission  (EHC)  raises  questions  regarding 
the  appropriateness  of  $65,449  in  stipends  paid  to  three  SRA 
employees  for  EHC  work  during  the  period  December  1985  through 
March  1991.  We  question  these  payments  because  most  of  the 
EHC  work  was  done  during  regular  SRA  work  hours  and  because  as 
of  May  1987,  the  project  the  EHC  was  working  on  was 
essentially  complete.  In  addition  to  the  payments  to  the  SRA 
employees,  we  question  whether  $144,785  should  be  returned  to 
the  Commonwealth.  These  funds  represent  leftover  development 
grant  funds,  accumulated  interest,  and  expenditures  that  were 
less  than  originally  anticipated  in  the  grant  budget.  We  also 
noted  that  the  grant  was  not  audited  by  a  independent  outside 
auditor  as  required  by  the  grant  agreement.  There  is  the 
potential  that  such  an  audit  would  identify  additional  funds 
that  should  be  returned  to  the  Commonwealth. 


7 .   Uneconomical  Financial  Dealings  with  Other  Organizations  23 
and    Developers:       We    noted    that    some    SRA    activities    had  a 
substantial  negative   impact  on  the  its   financial  position,  yet 
benefited   other    organizations    and    individuals.  Specifically, 
we  noted: 


A.  Loans  Made  to  Organizations  and  Developers:  Our  tests 
determined  that  some  loans  made  to  other  organizations  and 
developers  were  written  with  favorable  terms  for  the 
borrower  or  were  subsequently  written  off. 


B.  New  North  Citizens  Council's  (NNCC)  Use  of  SRA  Real  Estate 
and  Employees:  During  the  three  years  since  our  prior 
audit,  the  SRA  provided  NNCC  with  a  building,  including  gas 
and  electric  utilities,  and  two  SRA  employees.  We 
determined  that  this  arrangement  has  cost  the  SRA  at  least 
$163,353  during  the  period  we  examined. 

8 .  Noncompliance  with  Public  Bidding  Laws  and  Failure  to  Monitor  27 
Contractor  Performance:  The  SRA  did  not  adhere  to  public 
bidding  laws  and  did  not  monitor  contractors'  performance 
while  relocating  or  disposing  of  six  properties  located  at  a 
new  city  school  site.  By  not  adhering  to  public  bidding  laws, 
the  SRA  cannot  ensure  that  an  open,  competitive  process  was 
available  for  all  interested  parties  and  that  the  most 
competitive  prices  were  obtained.  Moreover,  because 
contractor  performance  was  not  monitored,  substandard  work  was 
performed  and  paid  for. 
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9.  Inadequate  Management  of  Tax  Title  Properties;  In  April  1989,  the  32 
city  contracted  with  the  SRA  and  one  of  its  employees  to  serve 
as  the  city's  Tax  Title  Custodian  (TTC) .  We  noted  that:  (a) 
because  adequate  financial  records  were  not  maintained, 
$243,320  (35%)  of  deposits  to  the  tax  title  account  could  not 
be  identified;  (b)  expenses  totaling  $23,012  were  paid  from  the 
tax  title  account  for  maintenance  of  city  property  unrelated  to 
tax  title  properties;  and  (c)  the  TTC  was  not  making  tax  title 
properties  profitable,  contrary  to  the  tax  title  contract.  On 
one  of  the  properties,  the  TTC  rejected  the  bid  for  the 
property  after  auction,  and  the  tax-delincjuent  property  owner 
continues  to  operate  his  business  without  paying  rent  and  while 
owing  $59,210  in  back  taxes  as  of  June  30,  1992.  In  another 
instance,  the  TTC  entered  into  a  subcontract  management 
agreement  for  a  piece  of  tax  title  property  and  reimbursed  the 
subcontractor  $9,929  for  its  services.  Of  the  amount 
reimbursed,  we  question  $6,176  that  was  for  expenses  incurred 
prior  to  the  start  of  the  subcontract  agreement.  Additionally, 
we  question  the  management  subcontract  that  was  with  a  company 
that  was  affiliated  with  the  tax-delinquent  owner  of  the 
property. 

10.  Inadequate  Money  Market  Account  Oversight;   In  Audit  Result  No.   2,  36 
we   identified   several   bank   accounts   not   recorded   and  reported 

on  the  SRA's  financial  records.  One  of  these  accounts  was  a 
money  market  account  held  by  a  local  bank.  We  determined  that 
this  account  represented  activity  for  two  loans — the  first  was 
a  $10,000  subsidy  of  interest,  and  the  second  was  a  $50,000 
loan  to  a  realty  trust  that  was  being  serviced  by  the  bank. 
Since  SRA  personnel  were  not  aware  of  the  bank  account,  they 
did  not  monitor  or  reconcile  activity  in  the  account.  We 
determined  that  $3,914  had  been  incorrectly  charged  to  the 
account,  when  the  borrower  of  the  $50,000  loan  was  delinquent 
and  the  payment  was  deducted  from  the  balance  of  the  account. 

11.  Inadeguate  Control  over  Credit  Union  Account  Activity;     We  noted  39 
that   SRA  personnel   did  not   reconcile  energy   loan   cash  balances 

held  by  a  local  credit  union.  The  lack  of  reconciliation 
contributed  to  $50,000  being  withdrawn  from  the  account  for  a 
period  of  almost  four  months  before  being  returned  to  the 
account.  Neither  the  SRA  nor  credit  union  personnel  were  able 
to  explain  why  this  $50,000  transaction  occurred. 

12.  Failure  to  Administer  and  Manage  the  Springfield  Business  Develop-  40 
ment  Fund;      In  November   1989,   the  SRA  entered  into  an  agreement 

with  the  Springfield  Business  Development  Fund,  Inc.,  (SBDF). 
The  SRA  was  to  take  over  the  management  and  administration  of 
the  SBDF's  low-interest  Revolving  Loan  Fund  (RLF)  program  to 
allow  more  time  to  make  loans  from  the  original  $500,000 
Economic  Development  grant.  The  SRA  never  took  over  the 
management  and  administration  of  the  fund,  as  required  under 
the    agreement,     because    city    Community    Development  employees 
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maintained  financial  records,  performed  reconciliations, 
processed  loan  applications,  etc.  It  is  questionable  whether 
it  was  ever  the  intention  of  the  SBDF  to  have  the  RLE 
administered  and  managed  by  the  SRA,  particularly  because  the 
same  individual  was  the  SRA's  Executive  Director,  the 
Commissioner  of  the  city's  Community  Development  Department, 
and  the  President  of  the  SBDF.  Additionally,  the  SRA  might  be 
liable  if  the  grantor  agency  sought  recovery  of  the  $303,000  of 
loans  that  were  made  during  the  time  that  the  SRA  was  to  have 
been  the  administrator  of  the  RLF  program. 

13.  Inadequate  and  Inappropriate  Insurance  Coverage;     We  determined  42 
that    (a)    the    SRA    lacked    bonding    coverage    for    its  employees, 
contrary  to    its    federal   CDBG   contract;    (b)      there   was   a  lapse 

in  workers'  compensation  insurance  coverage  for  SRA  employees; 
(c)  certain  real  estate  properties  had  no  liability  or  fire 
insurance,  while  certain  other  real  estate  properties  that  the 
SRA  did  not  own  were  insured;  and  (d)  auto  insurance  premiums 
were  paid  for  vehicles  not  under  the  SRA's  control.  As  a 
result  of  the  mismanagement,  the  SRA  assumed  the  risk  of 
coverage  in  the  event  of  a  casualty  that  the  SRA  thought  it  was 
covered  for  and  funds  were  misspent  and  wasted  for  needless 
insurance  coverage  where  the  SRA  has  no  insurable  interest. 

14.  Inadequate  Control  over  Union  Station  Parking  Lot  Income:     There  45 
is    no    assurance   that    the    $25,650    recorded    as    revenue    for  the 

Union  Station  Parking  Lot  for  fiscal  year  1992  is  reasonable 
and  appropriate,  due  to  weak  internal  controls  over  this 
revenue.  We  noted  that  (a)  there  was  no  accountability  or 
relationship  between  cars  parked  and  income  collected;  (b)  some 
people  were  allowed  to  park  even  though  they  were  six  months  in 
arrears  on  parking  fees;  and  (c)  there  were  no  written 
provisions  governing  the  use  of  parking  lot  income. 

15.  Excess  Payment  of  Accrued  Vacation  Leave;     We  determined  that  the  47 
SRA's  former  Executive  Director  was  erroneously  paid  for  11  1/2 
vacation  days    (representing  approximately  $2,000).     As   a  result 

of  paying  the  former  Executive  Director,  these  funds  were  not 
available  for  other  program  purposes  and  an  unallowable 
duplicate  charge  to  federal  CDBG  funds  was  incurred. 
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INTRODUCTION 

Background 

The  Springfield  Redevelopment  Authority  (SKA)  was  established  in  1960 
under  the  provisions  of  Section  4  of  Chapter  121B  of  the  Massachusetts  General 
Laws  to  conduct  various  urban  renewal  projects  and  other  work  within  the  City 
of  Springfield.  In  March  1981,  a  related  corporation,  Springfield  Renovation 
Associates,  Incorporated  (SRA,  Inc.,)  was  formed  for  the  purpose  of  improving 
the  housing  conditions  in  neighborhoods  within  the  city  of  Springfield,  where 
vacant  housing  and  blight  predominated. 

In  earlier  years,  the  SRA's  urban  renewal  activities  focused  on  major 
property  acquisitions  in  blighted  areas.  Its  current  activities  focus  on 
affordable  housing,  housing  rehabilitation,  and  the  production  and/or 
management  of  special-needs  housing.  Projected  future  years  activities  will 
focus  on  housing  rehabilitation,  economic  development,   and  code  enforcement. 

During  the  fiscal  year  ended  June  30,  1992,  the  SRA  used  its  Community 
Development  Block  Grant  (CDBG)  and  other  grants  to  fund  projects  relating  to 
property  acquisition,  housing  rehabilitation,  and  property  management.  The 
SRA  operates  several  programs  within  its  Housing  Rehabilitation  project  that 
are  funded  by  both  federal  and  nonfederal  sources.  These  programs  include 
emergency  grants,  rehabilitation  loans,  and  energy  conservation  programs.  All 
programs  require  applicants  to  meet  certain  eligibility  criteria. 

Funding  sources  require  the  SRA  to  maintain  satisfactory  accounting 
records  that  undergo  annual  financial  audits.  The  funding  sources  also 
conduct  independent  programmatic  and  financial-related  reviews  of  the  SRA's 
activities.  Furthermore,  provisions  of  the  Massachusetts  General  Laws  require 
the  Office  of  the  State  Auditor  (OSA)  to  perform  periodic  audits.  Past 
program  reviews  and  audits  performed  or  contracted  for  by  the  funding  sources 
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have  found  the  SRA's  financial  management  practices  to  be  lax.  In  particular, 
the  U.S.  Department  of  Housing  and  Urban  Development  (HUD)  required  the  SRA  to 
relinquish  its  day-to-day  financial  management  and  recordkeeping 
responsibilities.  This  HUD  requirement  resulted,  in  part,  from  previous  OSA 
audit  disclosures  (Report  No.  90-779-1),  regarding  inadequate  SRA 
recordkeeping,   reporting,   and  cash  management  practices. 

SRA  and  SRA,  Inc.,  records  have  been  subpoenaed  by  the  U.S.  and  State 
Attorneys  General.  The  SRA  fiscal  year  1991  records  are  being  audited  by  a 
private  accountant,  and  the  HUD  Inspector  General  is  conducting  a  review  of 
the  city  of  Springfield's  CDBG  program  activities  primarily  for  the  period 
July  1,  1991  to  June  30,  1992.  This  HUD  audit  covered  the  SRA,  as  well  as 
other  subgrantees,   funded  under  the  city's  CDBG  program. 

On  July  1,  1991,  with  the  pending  threat  of  suspension  of  HUD  funding,  the 
SRA's  Chief  Fiscal  Officer  accepted  a  salary  reduction  and  agreed  to  be 
transferred  to  the  city  of  Springfield  under  the  supervision  of  the  City 
Auditor.  During  June  1992,  the  then  Executive  Director,  who  had  volunteered 
his  time  at  the  SRA  since  accepting  the  paid  position  of  the  city's  Community 
Development  Commissioner  in  May  1987,  relinquished  control  of  the  SRA,  and  a 
new  Executive  Director  was  appointed.  The  former  Executive  Director  continued 
as  Community  Development  Commissioner  until  February  1993,  when  he  accepted  an 
early  retirement  package,  as  did  the  SRA's  Property  Management  Officer/Chief 
Procurement  Officer.  Also  retiring  at  this  time  (not  under  Early  Retirement 
Incentive)  was  the  former  Chief  Fiscal  Officer  (working  under  the  direction  of 
the  City  Auditor).  Because  of  these  management  changes,  and  the  fact  that  the 
former  Executive  Director  verbally  approved  many  SRA  activities  and  could 
provide  us  only  with  vague  verbal  responses  to  our  questions,  the  current 
Executive  Director  and  financial  support  staff  could  not  provide  us  with 
documentation  to  support  transactions  and  activities  that  had  occurred  in  the 
past  and  that  should  have  been  documented  in  permanent  SRA  files. 
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Audit  Scope,   Objectives,   and  Methodology 

The  scope  of  our  audit  was  to  review  the  various  fiscal  activities  of  the 
SRA  during  the  period  July  1,  1991  through  June  30,  1992  and  to  follow  up  on 
our  previous  audit  disclosures,  which  covered  the  two  fiscal  years  ended  June 
30,  1989  (Audit  Report  No.  90-779-1).  However,  in  certain  instances  we 
expanded  our  audit  procedures  to  include  prior  years  in  order  to  more  fully 
develop  the  issues  disclosed  in  this  report.  Our  audit  was  conducted  in 
accordance  with  generally  accepted  government  auditing  standards. 

The  objectives  of  our  audit  were  to  assess  SRA's  business  practices  and 
the  accuracy  of  its  financial  records  and  to  determine  whether  the  SRA  had 
complied  with  the  various  financial  and  regulatory  requirements  of  its  funding 
source  contracts.  In  order  to  achieve  our  objectives,  we  reviewed  segments  of 
the  SRA's  financial  balance  sheet  and  income  statement  accounts  to  determine 
whether  selected  general  ledger  postings  were  reflective  of  the  SRA's 
financial  activity.  Particular  emphasis  was  placed  on  assessing  the  SRA's 
ability  to  collect,  service,  and  record  its  accounts  receivables.  In 
addition,  we  examined  the  SRA's  pertinent  financial  records  and  vendor 
invoices  to  determine  whether  the  expenses  incurred  were  reasonable  and 
allowable.  We  also  corresponded  with  and  obtained  data  from  the  city  of 
Springfield,  which  was  responsible,  to  some  extent,  for  the  financial 
management  of  the  SRA. 

Since  documentation  to  support  various  activities  and  transactions  of  the 
SRA  was  lacking,  it  was  necessary  to  interview  former  and  current  city  and  SRA 
employees  in  order  to  develop  the  audit  results. 

In  some  instances  we  found  it  necessary  to  analyze  certain  activities  of 
SRA,  Inc.,  because  of  its  affiliation  with  the  SRA.  We  also  found  it 
necessary  to  review  the  activities  of  another  entity,  the  Springfield  Business 
Development    Fund,     Incorporated    (SBDF).      The    SRA    was    responsible    for  SBDF's 
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financial  management  because  the  former  SRA  Executive  Director  served  as  the 
SBDF  president,  and  certain  SRA  transactions  selected  for  audit  pertained  to 
SBDF.  Our  review  did  not  include  an  examination  of  the  financial  and  other 
information  subpoenaed  by  the  U.S.  Attorney's  Office  and  the  State  Attorney 
General's  Office. 

Because  of  the  reasons  noted  above  in  this  introduction,  including  the 
lack  of  pertinent  information,  data  and  records,  this  report  should  not  be 
considered  to  disclose  and  report  other  matters  that  may  have  come  to  our 
attention  had  we  reviewed  and  audited  them. 

The  report  was  furnished  to  all  appropriate  interested  and  oversight 
agencies  and  officials. 
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AUDIT  RESULTS 

1.     Prior  Audit  Results  Resolved 

Our  follow-up  review  of  the  six  conditions  noted  in  our  prior  audit  report 
(No. 90-779-1)  of  the  Springfield  Redevelopment  Authority  (SRA)  revealed  that 
the  following  five  issues  had  been  resolved: 

a.  Cash  Management;  Our  prior  audit  revealed  that  the  SRA  did  not 
reconcile  monthly  bank  statements  to  the  general  ledger,  deposited 
funds  to  non-interest-bearing  bank  accounts,  and  drew  down  excess 
federal  funds.  Our  follow-up  review  indicated  that  bank  statements 
were  reconciled  to  the  general  ledger  and  that  funds  were  deposited  to 
interest-bearing  accounts,  where  possible.  According  to  the  Department 
of  Housing  and  Urban  Development  (HUD)  program  monitoring  reviews,  the 
SRA  drew  down  federal  funds  on  a  weekly  basis  to  cover  its  immediate 
cash  needs. 

b.  Segregation  of  Duties;  Our  prior  audit  disclosed  that  employees' 
duties  were  not  adequately  segregated  within  the  accounts  receivable, 
accounts  payable,  and  payroll  functions.  Our  follow-up  review  noted 
that  there  was  better  segregation  of  duties  because  the  accounts 
payable  and  payroll  functions  were  transferred  to  the  city  of 
Springfield.  However,  as  reported  in  Audit  Result  No.  2,  other 
financial  recordkeeping  deficiencies  needed  to  be  improved. 

c.  Accounts  Receivable  -  Rehabilitation  Loan  Program;  Our  prior  audit 
noted  that  the  collection  of  loan  payments  from  homeowners 
participating  in  the  Rehabilitation  Loan  Program  had  a  delinquency  rate 
of  96%,  with  23%  of  the  total  delinquency  over  one-year  old.  Also,  the 
Authority  did  not  enforce  repayment  on  three  delinquent  notes 
receivable  from  a  local  nonprofit  organization.  Our  follow-up  review 
indicated  that  the  SRA  had  improved  its  servicing  and  collecting  of 
rehabilitation  loans  and  that  the  SRA  delinquency  rate  on  these  loans 
had  been  decreased  to  25%.  However,  as  reported  in  Audit  Result  No.  4, 
the  three  notes  receivable  from  the  nonprofit  organization  were  written 
off,  other  additional  receivables  were  not  factored  into  the 
delinquency  rate,  and  there  were  also  several  unrecorded  accounts 
receivable . 

d.  Inventory  Controls;  Our  prior  audit  revealed  that  the  SRA  had  not 
tagged  its  inventory,  conducted  a  physical  inventory,  or  recorded  the 
cost  of  its  inventory  onto  its  financial  statements.  Our  follow-up 
review  indicated  that  inventor iable  items  were  tagged,  recorded  on  a 
perpetual  inventory  record,  and  appraised  with  values  recorded  on  the 
financial  records.  However,  as  reported  in  Audit  Result  No.  2,  the 
inventory  records  of  vehicles  and  real  estate  were  inaccurate  and  were 
not  reported  on  the  SRA's  financial  records. 
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e.  IRS  Form  1099-MISC;  Our  prior  audit  noted  that  the  SRA  failed  to  issue 
IRS  Form  1099-MISC  to  consultants  working  at  its  homeless  shelter.  Our 
follow-up  review  indicated  that  the  Authority  retroactively  issued  the 
1099  forms  we  questioned,  and  now  annually  issues  1099  forms  to  all 
nonemployees . 

2 .     Prior  Audit  Results  Unresolved;   Inaccurate  Financial  Records 

Our    prior    audit    report    (No.    90-779-1)    disclosed    that    the    SRA's  general 

ledger  did  not  accurately  reflect  the  SRA's  financial  position  and  its  results 

of    operations.      The    SRA's    Chief    Fiscal    Officer    attributed    the    problems  to 

errors   being   made   when   the   SRA   converted   to    its   new   accounting   system.  On 

January  7,    1991,    the  Springfield  City  Auditor  reported  that  the  SRA  had  taken 

the   necessary   measures   to   correct   the   deficiencies    identified.      However,  our 

audit    determined    that    the    SRA's    financial    records    and    financial  statements 

were  still   inaccurate  and  unreliable,    and  that  postings  to  the  general  ledger 

were  not  always  supported.     Specifically,  we  noted  the  following  deficiencies: 

o  General  journal  entries  were  made  without  supporting  documentation  or 
explanation.  The  absolute  value  of  the  adjusting  entries  made  during 
fiscal  year  1992  was  $1,336,406. 

o  Cash  receipts  and  disbursements  journals  were  not  used  to  summarize 
activity  prior  to  the  general  ledger  posting.  Also,  the  SRA  was  not 
consistent  in  the  manner  in  which  general  ledger  account  activity  was 
posted   (see  Audit  Result  No.  5). 

o  Income  and  expenses  were  netted  in  the  general  ledger  for  some  state 
grants.  For  example,  the  SRA's  Housing  Search  grant,  which  provided 
$1,332,144  over  the  last  three  years,  was  not  reflected  on  the  SRA's 
financial  statements. 

o  Bank  accounts  in  the  custody  of  the  SRA  were  not  recorded  and  reported 
on  the  financial  records.  We  identified,  from  the  use  of  the  SRA  name, 
tax  identification  number,  or  mailing  address,  10  bank  accounts 
affiliated  with  the  SRA.  As  of  June  30,  1992,  these  accounts  totaled 
$1,026,217.  Also,  the  value  of  real  estate  and  vehicles  owned  by  the 
SRA  was  not  reported  on  the  financial  statements. 

o  Receivable  and  payable  activity  of  Springfield  Renovations  Associates 
Incorporated  (SRA,  Inc.),  a  related  party,  and  accounts  receivable  of 
other  borrowers  were  inaccurately  reported  on  the  SRA's  financial 
records  (see  Audit  Result  No.  4).  As  of  June  30,  1992,  SRA  financial 
records  incorrectly  reported  accounts  payable  to  SRA,  Inc.,  of 
$65,194.     We  determined  that  the  amount  was  a  receivable  rather  than  a 
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payable  and  that  consequently  SRA,  Inc.,  owed  the  SRA  $228,304.  In 
addition,  other  borrowers  owed  the  SRA  a  total  unrecorded  and 
unreported  amount  of  $706,200.  Furthermore,  the  SRA's  reserve  for 
doubtful  accounts  was  overstated  by  an  estimated  $1,402,873. 

o  The  SRA's  accounting  system  was  not  a  true  accrual  system,  and  the 
system  did  not  provide  for  adequate  cost  center  accumulation  of 
expenses.  It  was  therefore  difficult,  and  in  some  cases  impossible,  to 
determine  the  costs  of  operating  each  program. 

o  SRA  budgets  did  not  accurately  reflect  the  use  of  funds.  Therefore, 
funds  could  have  been  used  for  other  than  intended  purposes. 

o  There  are  unclear  lines  of  responsibility  for  the  accurate  presentation 
of  financial  information  of  SRA  programs.  The  city  of  Springfield  has 
a  contractual  obligation  to  perform  SRA  bookkeeping  and  financial 
management  services.  The  SRA  is  obligated  under  its  Community 
Development  Block  Grant  (CDBG)  and  other  grant  agreements  to  maintain 
adequate  financial  records.  During  fiscal  year  1992,  the  SRA  also 
continued  to  pay  an  outside  accountant  to  maintain  the  general  ledger 
and  prepare  monthly  financial  statements,  based  on  a  professional 
services  contract  that  had  expired  in  June  1990  (see  Audit  Result  No. 
3). 

o  Documents  supporting  the  Authority's  cash  receipts  and  disbursements 
for  the  period  October  1991  to  April  1992  were  missing  and  could  not  be 
located . 


Standards  for  financial  management  systems  are  established  by  the  Uniform 
Administrative  Requirements  for  Grants  and  Cooperative  Agreements  to  State 
and  Local  Governments,  Section  24  Code  of  Federal  Regulations  (CFR)  85.20, 
which  states,   in  part: 

1.  Financial  Reporting.  Accurate,  current,  and  complete  disclosure 
of  the  financial  results  of  financially  assisted  activities  must 
be  made  in  accordance  with  the  financial  reporting  requirements  of 
the  grant  or  subgrant. 

2.  Accounting  Records.  Grantees  and  subgrantees  must  maintain 
records  which  adequately  identify  the  source  and  application  of 
funds  provided  for  financially-assisted  activities.  These  records 
must  contain  information  pertaining  to  grant  or  subgrant  awards 
and  authorizations,  obligations,  unobligated  balances,  assets, 
liabilities,   outlays  or  expenditures,   and  income. 

3.  Internal  Control.  Effective  control  and  accountability  must  be 
maintained  for  all  grant  and  subgrant  cash,  real  and  personal 
property,  and  other  assets.  Grantees  and  subgrantees  must 
adequately  safeguard  all  such  property  and  must  assure  that  it  is 
used  solely  for  authorized  purposes. 
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4.  Budget    Control.      Actual    expenditures   or   outlays   must   be  compared 
with  budgeted  amounts  for  each  grant  or  subgrant. 

Even  though  the  SRA  financial  management  and  recordkeeping  responsibility 
transferred  to  the  city  of  Springfield  beginning  July  1,  1991,  the  same 
individual  who  previously  maintained  the  SRA  financial  records  continued  to  do 
so  on  behalf  of  the  city.  This,  coupled  with  a  lack  of  city  oversight,  is 
part  of  the  cause  for  the  deficient  financial  records. 

The  accounting  and  financial  records  require  significant  adjustments  to 
properly  report  the  SRA's  financial  position  and  its  results  of  operations. 
As  a  result,  neither  the  SRA  nor  the  city  of  Springfield  has  adequate  control 
over  the  SRA's  finances.  Furthermore,  this  situation  could  have  been 
precluded  considering  an  outside  accountant  was  paid  approximately  $15,000 
when  the  city  was  under  contract  to  perform  the  same  services. 

During  our  audit,  SRA  administrators  indicated  that  the  SRA  was 
negotiating  with  HUD  to  take  back  the  financial  management  and  recordkeeping 
responsibility  from  the  city.  As  a  result  of  employee  turnover,  the  current 
SRA  administration  now  believes  it  has  the  personnel  to  adequately  maintain 
the  accounting  records.  SRA  officials  stated  that  they  intend  to  have  an 
automated  financial  recordkeeping  system  that  will  provide  accurate  and  timely 
financial  records  that  are  adequately  supported  by  source  documents.  This 
system,  when  implemented,  is  designed  to  track  costs  by  program  and  monitor 
expected  performance  with  actual  activity,  which  will  be  useful  to  SRA  program 
managers . 

Recommendat ion ;     The  SRA  should: 

1.  Ensure  that  financial  management  responsibilities  for  all  SRA  programs 
are  clearly  defined; 

2.  Ensure  that  the  design  and  implementation  of  a  new  financial 
recordkeeping  system  address  the  deficiencies  that  we  identified  under 
the  present  system;  and 
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3.  Consider  terminating  the  services  of  its  fee  accountant,  whose  contract 
expired  in  June  1990  to  the  extent  the  same  services  are  to  be  provided 
by  the  city. 

3 .     Insufficient  Transfer  of  Management  Records  and  Responsibility 

HUD  annually  provides  the  city  of  Springfield  with  CDBG  funds  to  conduct  a 
community  development  program.  The  city,  in  turn,  contracts  with  the  various 
agencies  to  perform  services  within  the  scope  of  its  community  development 
program. 

On  July  1,  1991,  as  in  previous  years,  the  city  contracted  with  the  SRA  to 
perform  tasks  associated  with  urban  renewal/housing  rehabilitation  projects 
and  authorized  a  maximum  of  $1,370,000  in  CDBG  monies  to  fund  SRA's  projects 
for  the  upcoming  year.  However,  the  terms  of  the  CDBG  contract  for  fiscal 
year  1992  differed  from  those  of  past  contracts.  In  previous  years,  HUD 
personnel  had  identified  deficiencies  in  the  way  that  the  SRA  maintained  its 
financial  records,  spent  CDBG  funds,  and  drew  down  CDBG  funds.  HUD  felt  that 
the  financial  management  deficiencies  were  serious  enough  to  jeopardize  future 
funding  of  the  city's  community  development  program. 

In  an  effort  to  assure  HUD  that  those  conditions  would  not  be  permitted  to 
continue  at  the  SRA  and  to  secure  funding  for  its  community  development 
program,  the  former  mayor  proposed  that  the  city  assume  direct  financial 
management  responsibility  for  all  activities  undertaken  by  the  SRA  and  that 
all  existing  financial  records,  checkbooks,  ledgers,  and  other  documents  of 
the  SRA  be  transferred  to  the  custody  and  control  of  the  City  Auditor.  These 
restrictions  were  incorporated  into  the  July  1,  1991  CDBG  contract  between  the 
city  and  the  SRA. 

The  city  also  entered  into  a  professional  services  contract  with  the  SRA 
that  reaffirmed  that  the  city  would  assume  full  responsibility  for  the  day-to- 
day   administration    of    the    SRA's    fiscal    affairs.    With    the    transfer    of  SRA 
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financial  records  and  management,  the  former  mayor  eliminated  the  SRA's  Chief 
Fiscal  Officer  position,  and  the  incumbent  was  transferred  to  work  under  the 
supervision  of  the  City  Auditor,  without  any  check  issuance  or  signatory 
Authority. 

Our  review  of  the  SRA's  financial  records  and  management  disclosed  that 
financial  responsibility  was  never  fully  transferred  to  the  city.  We  found 
that  SRA  personnel  still  handled  the  collection  of  all  rehabilitation  loans 
and  notes  receivables  (see  Audit  Result  No.  4),  maintained  financial  records 
for  programs  not  funded  by  CDBG,  and  retained  custody  of  several  bank  accounts 
(see  Audit  Result  No.  2).  Also,  the  former  SRA  Chief  Fiscal  Officer  still 
wrote  checks;  worked  out  of  the  SRA  offices;  retained  the  records  for  SRA, 
Inc.;  remained  on  the  SRA  payroll;  and  continued  to  receive  SRA  fringe 
benefits.  We  also  noted  that  the  SRA's  outside  accountant  maintained  the 
SRA's  general  ledger  and  prepared  monthly  financial  statements,  even  though 
his  contract  had  expired  on  July  1,  1990,  and  the  city  had  entered  into  a 
contract  with  the  SRA  to  perform  the  same  services. 

Since  all  SRA  financial  records  and  recordkeeping  responsibilities  were 
not  transferred  to  the  city,  the  city  has  the  right  to  terminate  its  CDBG 
contract  with  the  SRA.  If  the  city  elects  to  pursue  this  option  and  eliminate 
SRA's  $1,370,000  grant,  the  SRA  would  cease  to  exist.  Furthermore,  the  city's 
failure  to  enforce  the  contractual  obligation  could  jeopardize  the  future  HUD 
funding  of  its  community  development  programs.  Moreover,  a  decision  by  HUD  to 
suspend  or  revoke  CDBG  funding  would  have  a  serious  effect  on  the  city's 
ability  to  fund  the  projects  necessary  to  revitalize  its  blighted  urban 
areas.  Since  both  the  former  SRA  Chief  Fiscal  Officer  and  the  outside 
accountant  were  compensated  for  similar  services  provided  for  by  the  city,  the 
necessity  of  payments  of  $38,000  (Chief  Fiscal  Officer:  $30,800,  outside 
accountant:     $7,200)     is     questionable     and    duplicative,     and    therefore,  are 
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unallowable  under  CDBG  regulations.  Despite  having  the  former  Chief  Fiscal 
Officer,  fee  accountant,  and  city  being  involved  in  SRA  financial 
recordkeeping,   the  SRA's  financial  management  remains  deficient. 

Inadequate  transfer  of  SRA  fiscal  responsibility  appears  to  have  been 
caused  by  a  lack  of  communication  between  city  and  SRA  personnel.  Although 
the  former  SRA  Executive  Director/city  of  Springfield  Community  Development 
Commissioner  was  aware  of  HUD ' s  mandate,  this  information  was  not  communicated 
to  appropriate  personnel  of  the  SRA  and  city  departments  in  order  to  ensure  a 
smooth  transition  for  fiscal  responsibility. 

As  noted  in  Audit  Result  No.  2,  the  SRA  has  hired  new  personnel  for  the 
financial  department  and  is  in  the  process  of  implementing  a  new  accounting 
system.  SRA  officials  expect  that  the  new  system  will  satisfy  HUD  financial 
recordkeeping  requirements  and  will  be  the  SRA's  first  step  in  taking  back 
financial  accounting  responsibility  for  the  city. 

After  the  conclusion  of  our  audit  fieldwork,  HUD  suspended  the  city's 
Letter  of  Credit  for  its  CDBG  program,  forcing  the  city  to  use  local  funds 
until  it  could  produce  CDBG  financial  records  that  would  be  acceptable  to 
HUD.     This  suspension  was  in  effect  from  August  24,   1993  to  December  16,  1993. 

Recommendation ;  The  SRA  must  either  immediately  transfer  all  financial 
records  and  responsibility  to  the  city  or  amend  the  contract  for  the  city's 
providing  financial  services  to  reflect  current  actual  practices.  Officials 
of  both  organizations  must  agree  on  how  the  transfer  can  occur  so  that  during 
the  transition  there  will  be  no  breakdown  in  financial  reporting  and 
maintenance  of  accounting  records.  Whatever  agreement  is  reached  should  be 
specific  and  in  writing,  so  that  each  entity  is  fully  aware  of  its 
responsibilities,  and  should  be  accepted  by  HUD.  Also,  the  SRA  should 
reimburse  $38,000  to  the  CDBG  program  for  the  cost  of  duplicated  accounting 
services . 
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4 .     Accounts  Receivable  Deficiencies 

The  previous  audit  disclosed  that  the  SRA  had  a  delinquency  rate  of  96%  on 
collecting  outstanding  rehabilitation  loans.  Our  current  review  noted  an 
improvement  in  the  SRA's  ability  to  service  and  collect  those  loans  (see  Audit 
Result  No.  1).  However,  we  identified  other  significant  problems  in  (a)  the 
way  the  SRA  managed  its  accounts  receivable,  including  a  lack  of  recording 
certain  accounts  receivable  for  loans  given  to  property  owners  and  loans  or 
advances  made  to  SRA,  Inc.;  (b)  the  methodology  behind  subordinating  its 
position  on  outstanding  rehabilitation  loans;  and  (c)  the  manner  in  which  the 
SRA  recorded  receivables  that  it  was  unlikely  to  collect. 

Generally  accepted  accounting  principles  require  financial  statement 
presentation  of  accounts  receivable  at  amounts  that  are  realistically 
anticipated  to  be  collected.  Such  practices  would  provide  useful  information 
for  assessing  the  future  cash  flows,   liquidity,   and  solvency  of  the  SRA. 

(a)  Unrecorded  Accounts  Receivable;  We  found  that  $934,504  in  accounts 
receivable  did  not  appear  on  the  SRA's  balance  sheet  as  of  June  30,  1992.  Our 
review  of  SRA  legal  files  disclosed  several  signed  promissory  notes  evidencing 
rehabilitation  loans  given  to  property  owners  that  were  not  recorded.  Some 
promissory  notes  required  borrowers  to  make  monthly  repayments,  whereas  others 
were  written  with  deferred  payment  terms  or  forgave  a  percentage  of  the 
balance  over  time,  contingent  on  the  property  owner  not  selling  the  property. 
These  unrecorded  accounts  receivable  are  summarized  in  the  following  chart: 
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Type  of  Loan 


Original 
Amount  of 
Loan 


Principle 
Balance 
June  30.  1992 


10%  Forgiveness  of  principle 
for  each  year  that  the 
borrowers  continued  to  own 
the  property 


$152, 500 


$  73,500 


Deferred  payment  loans  allowing 

the  borrower  several  years  before 
any  repayment  needs  to  start  or 
not  requiring  repayment  until 
property  is  sold,  leased, 

or  transferred.  555,000  555,000 

Other  loans  requiring  monthly 

installments.  77,700  77 . 700 


Also,  our  review  disclosed  a  $70,000  promissory  note  signed  by  SRA,  Inc., 
that  was  not  reflected  as  a  receivable  in  the  SRA  financial  records.  Our 
further  review  of  available  SRA,  Inc.,  financial  records  disclosed  that  the 
SRA  advanced  additional  funds  to  SRA,  Inc.,  which  the  SRA  did  not  record  as  a 
receivable,  even  though  SRA,  Inc.,  records  indicated  that  the  advances  and 
note  were  loans  payable.  Therefore,  the  SRA  is  owed  $228,304  as  of  June  30, 
1992,   although  this  debt  is  not  reflected  in  the  SRA's  financial  records. 

(b)  Uneconomical  Loan  Subordinations;  We  noted  that  the  SRA  subordinated 
its  position  on  loans,  thereby  putting  the  SRA  in  a  lesser  position  on 
collecting  if  the  borrowers  defaulted.  Subordinations  were  approved  in  order 
to  allow  borrowers  to  refinance  their  mortgages  and  take  advantage  of  lower 
interest  rates.  The  SRA  also  allowed  subordinations  to  higher  amounts  of 
debt,  and  the  additional  funds  borrowed  were  not  always  put  back  into  those 
properties  whose  loans  were  subordinated  by  the  SRA.  Instead,  borrowers  used 
the  equity  from  the  subordinated  property  to  finance  other  projects  and  pay 
off  other  debts.  We  noted  five  examples  of  subordinations  in  which  the  SRA 
took    a    junior    position    to    an    additional    $307,000    of    borrowers'    debt.  The 


$706.200 
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following  chart   indicates  the  senior  debt  that  borrowers  would  have  to  repay 

lenders  before  the  SRA  if  borrowers  defaulted: 

SRA  Senior  Loan  Senior  Loan  Additional 

Loan  before  Subordination        after  Subordination  Senior  Debt 

$55,000  $60,000  $200,000  $140,000 

20,000  50,000  82,000  32,000 

28,000  -  35,000  35,000 

15,300  10,000  40,000  30,000 

48,000  55,000  125,000  70.000 

$307,000 

(c)  Overstated  Reserve  for  Doubtful  Accounts;  We  reviewed  the  reserves 
that  the  SRA  established  for  accounts  receivable  deemed  to  be  potentially 
uncollectible.  Our  review  disclosed  that  for  every  recorded  receivable  there 
was  a  corresponding  reserve.  We  estimate  that  the  SRA's  $1,670,905  allowance 
for  doubtful  accounts  was  overstated  by  $1,402,873,  because  borrowers  were 
making  regular  periodic  payments  on  the  corresponding  receivable  balances. 

Overstating  reserves  and  inaccurately  reporting  accounts  receivable  and 
reserves  give  little  assurance  that  the  financial  position  of  the  SRA  is 
accurately  stated,  as  reported  to  cognizant  governmental  agencies  and  the 
community  served  by  the  SRA.  These  deficiencies  have  allowed  the  SRA's  fund 
balance  to  be  understated  by  an  estimated  $2,337,377.  Also,  subordinating  and 
allowing  deferments  on  loans  has  a  negative  financial  impact  on  the 
Authority's  financial  position.  Such  practices  jeopardize  the  collectibility 
of  the  loans,  as  evidenced  by  at  least  $85,000  in  SRA  loans  that  apply  to 
borrowers  who  have  subsequently  gone  bankrupt. 

SRA  personnel  could  not  explain  why  all  receivables  were  offset  by  a 
reserve  account,  regardless  of  whether  the  borrowers  were  current  on  their 
payments.  SRA  officials  indicated  that  the  promissory  notes  that  allowed  for 
an  annual  10%  forgiveness  were  not  recorded  and  reported  on  the  financial 
records  because  the  SRA  considered  them  to  be  grants.     No  explanation  could  be 
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obtained  for  the  other  classes  of  unrecorded  receivables.  SRA  officials 
indicated  that  subordinations  were  often  requested  by  the  city's  Community 
Development  Department  and  that  SRA  officials  felt  the  subordinations  were 
necessary  to  ensure  the  proper  upkeep  of  the  properties. 

While  the  audit  was  in  progress,  the  SRA  established  a  stricter  policy  of 
loan  subordinations  that  should  better  secure  the  SRA's  financial  position. 

Recommendat  ion :  Because  accounts  receivables  are  an  important  component 
of  its  financial  position,  the  SRA  must  be  committed  to  identifying  and 
immediately  recording  all  rehabilitation  loans,  advances,  and  other 
receivables  as  they  are  made.  Furthermore,  the  SRA  should  review  all  files 
and  determine  whether  previously  made  loans,  beyond  those  we  identified,  also 
need  to  be  recorded  and  reported  on  the  financial  records.  Also,  all  loans 
that  apply  to  borrowers  who  have  since  gone  bankrupt  should  be  reviewed  by  the 
SRA's  governing  board  and,   if  appropriate,  written  off. 

5 .     Inadecruate  Financing  and  Fiscal  Control  over  Bank-Financed  Projects 

On  January  11,  1990,  the  SRA  obtained  a  $550,000  mortgage  from  a  local 
bank  for  which  it  was  advanced  $500,000  to  purchase  vacant  multi-family 
property.  On  August  2,  1990,  the  SRA  obtained  a  $288,000  mortgage  financing 
from  the  same  lender,  for  which  it  was  advanced  $185,460  over  an  eight-month 
period  to  construct  four  houses  through  its  Affordable  Homes  Program.  Our 
review  of  the  loans  and  the  corresponding  projects  disclosed  several 
deficiencies.     Specifically,  the  SRA: 

o  Failed  to  properly  account  for  the  borrowed  money; 
o  Defaulted  on  the  loans; 

o  Significantly  delayed  payments  to  the  contractor  of  the  Affordable  Homes 
Program; 

o  Did  not  file  insurance  claims  for  vandalism  to  newly  constructed  houses; 

o  Sold  the  four  affordable  homes  for  $144,359  less  than  their  cost;  and 

o  Hired  a  public  adjuster  and  outside  legal  counsel  to  settle  an  insurance 
claim  on  the  fire-damaged  property. 
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Section  52  of  Chapter  121B  of  the  General  Laws  requires  the  maintenance  of 

accurate  financial  records.     This  section  states,   in  part: 

Each  urban  renewal  agency  shall  keep  an  accurate  account  of  all  its 
activities,  receipts  and  expenditures  in  connection  with  the  planning 
and  execution  of  urban  renewal  projects. . . . 

Prudent  business  practice  advocates  that  projects  be  financially  sound  and 
have  adequate  financial  accounting  systems  in  place  before  the  projects 
commence  and  funds  are  borrowed.  If  it  is  apparent  that  a  project  has  no 
chance  of  breaking  even,  then  the  SRA  should  consider  not  going  forward  with 
the  project  and  put  itself  in  a  weaker  financial  position.  Instead,  it  should 
consider  alternative  arrangements.  Furthermore,  the  SRA  should  consider 
contingency  plans  to  take  into  account  how  the  borrowed  funds  will  be  paid 
back,  in  case  it  encounters  construction  delays  and  other  obstacles  that  have 
little  bearing  on  the  lender's  position  to  have  the  funds  repaid  according  to 
the  agreed-upon  terms.  Because  the  SRA  has  a  legal  department  and  access  to 
the  city's  law  department,  it  should  use  outside  consultants  for  insurance 
settlements  and  related  legal  matters  only  as  a  last  resort.  Also,  it  does 
not  make  good  business  sense  to  use  mortgage  financing  on  a  project  that  will 
inevitably  lose  money,  because  the  mortgage  will  need  to  be  repaid,  with 
interest . 

Poor  control  over  the  loans  and  projects  has  already  cost  the  SRA  $226,179 

and    has    the    potential    to    cost    an    additional     $81,825.       Furthermore,  loan 

activity  and  escrow  accounts  were  either  inaccurately  stated  or  not  reflected 

in    the    SRA's    financial    records.      Specific    examples    of    the    effects    of  poor 

controls  or  losses  incurred  include: 

o  As  of  June  30,  1992  the  SRA's  financial  records  indicated  that 
$47,090  more  was  owed  on  the  loans  than  was  reported  by  the  bank. 
Also,  because  the  SRA  defaulted  on  the  loans  and  the  lender  required 
additional  security,  the  $23,231  escrow  from  the  sale  of  an 
Affordable  Homes  Program  property  was  not  accounted  for  on  the 
financial  records  as  of  June  30,  1992. 


o  Funds  were  uneconomically  spent  when  the  SRA  borrowed  additional 
funds  to  make  $4,270  in  interest  payments  on  the  Affordable  Homes 
Program  note.  Additionally,  bank  correspondence  indicated  that 
$43,435  in  interest,  late  fees,  and  legal  fees  had  accumulated,  for 
which  the  SRA  was  liable.  Since  the  loans  were  in  default,  the  bank 
could  foreclose  on  the  property  to  try  to  halt  the  losses  and  recoup 
as  much  money  as  possible. 

o  Untimely  payment  of  contractor's  invoices  may  cost  the  SRA  additional 
interest  and  legal  fees  of  $38,390.  This  amount  has  been  billed  by 
the  Affordable  Homes  Program  contractor  for  the  SRA's  continuously 
delinquent  payments. 

o  The  SRA  lost  at  least  $144,359  on  the  sale  of  the  four  Affordable 
Homes  Program  houses. 

o  The  SRA  may  lose  an  estimated  additional  $48,550  because  of  vandalism 
done  to  the  properties,  for  which  no  insurance  claims  had  been  filed 
or  any  settlements  had  been  reached. 

o  Approximately  $29,000  will  be  spent  on  outside  legal  counsel  and 
independent  adjusters  for  the  recovery  of  additional  insurance 
proceeds  from  the  fire-damaged  multi-family  property.  Such  work 
could  have  been  done  by  SRA  personnel  or,  at  most,  by  the  hired 
public  adjuster  or  outside  counsel,  but  certainly  not  both.  To 
minimize  additional  legal  and  adjuster  costs,  SRA  should  use  its 
legal  staff  and  the  city's  law  department  as  much  as  possible,  rather 
than  relying  on  outside  consultants. 

The  cause  of   the   inaccurate   financial   records   appears  to  be,    among  other 

things,    a   lack   of   communication   between   the   SRA's   former   Fiscal   Officer,  who 

drew   down    the    funds;    the    SRA's    fee    accountant,    who   maintained    the  general 

ledger;   and  the  city  of  Springfield,   which  was  under  contract  to  maintain  the 

SRA's    financial    records.      The    SRA    did    not    indicate    why    it    hired    a  public 

adjuster   and   outside   counsel   to   settle   the   claim   or   why   the    Fiscal  Officer 

delayed   payments   to   the   contractor   and   did   not    file   claims    for   vandalism  on 


the  properties. 


During  our  audit  fieldwork,  the  SRA  was  involved  in  several  meetings  with 
the  lender  in  an  effort  to  satisfy  the  outstanding  debt.  Approximately 
$70,100  from  the  sale  of  other  properties  was  escrowed  to  cover  potential 
shortfalls  in  the   fire  insurance  settlement.     None  of  the  escrowed   funds  were 


recorded  and  reported  in  the  SRA's  financial  records. 
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Recommendat ion ;     The  SRA  should: 

-  Review  its  mortgage-financed  accounts  payable  files  and  adjust  its 
financial  statements  to  accurately  report  the  financial  balances  of  the 
loans . 

-  Develop  a  plan  for  repaying  the  mortgage-financed  accounts  payable  that 
are  in  default. 

-  Try  to  determine  what  caused  payment  delays  to  the  Affordable  Homes 
contractor,  and  correct  the  reasons  for  those  delays.  The  SRA  should 
negotiate  with  the  contractor  to  try  to  minimize  interest  charges 
billed. 

-  Determine  whether  insurance  claims  can  be  filed  for  vandalism  incurred 
on  the  newly  constructed  houses.  If  funds  can  be  recovered,  then  a 
review  should  be  made  to  determine  which  accounts  should  be  reimbursed. 

Attempt  to  fully  utilize  in-house  and/or  the  city's  law  department 
before  going  to  outside  attorneys. 

-  Consider  the  impact  that  the  projects  will  have  on  the  SRA's  financial 
position.  The  practice  of  using  bank  financing  for  projects  should  be 
curtailed. 

6 .     Questionable  Compensation  Paid  to  Certain  SRA  Employees; 

In  April  1982,  the  city  of  Springfield  established  the  Springfield 
Exhibition  Hall  Commission  (EHC)  pursuant  to  Chapter  486  of  the  Acts  of  1980. 
This  chapter  was  enacted  by  the  Legislature  to  assist  cities  and  towns  to 
finance  the  construction,  reconstruction,  rehabilitation,  and  expansion  of 
facilities  for  civic  centers,  convention  centers,  and  exhibition  halls, 
thereby  encouraging  the  influx  of  out-of-state  visitors  by  promoting  tourism. 
In  conjunction  with  the  Basketball  Hall  of  Fame,  the  EHC  determined  the  scope, 
magnitude,  and  costs  for  the  construction  of  the  proposed  Exhibition  Hall  in 
Springfield.  In  March  1984,  the  EHC  obtained  an  $8  million  grant  from  the 
Commonwealth,  through  the  Executive  Office  for  Administration  and  Finance 
(EOAF),   to  develop  the  project.     The  new  Hall  of  Fame  site  opened  in  June  1985. 

The  SRA  had  been  involved  in  site  acquisition  for  the  new  Hall  of  Fame 
project,  and  EHC  meetings  were  held  at  the  SRA  offices  at  73  State  Street, 
Springfield.      The   SRA   provided    administrative,    fiscal,    and    legal    support  to 
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the  EHC  since  the  EHC '  s  inception.  In  May  1985,  the  Mayor,  the  Chairman  of 
the  EHC,  and  the  Executive  Director  of  the  SRA  developed  a  Memorandum  of 
Agreement  that  called  for  the  EHC  to  pay  the  SRA  for  services  performed. 

Two  aspects  of  the  SRA's  involvement  with  the  EHC  are  questionable.  The 
first  aspect  is  the  payment  of  $65,449  to  three  SRA  employees  from  December 
1985  until  March  1991.  Specifically,  the  payments  to  the  three  SRA  employees 
that  were  made  after  May  1987  are  questionable,  because  this  was  the  date  when 
the  final  report  of  the  EHC  was  prepared  and  work  on  the  Hall  of  Fame  was 
essentially  complete. 

The  second  aspect  has  to  do  with  $144,785  of  EHC  funds  due  to  the 
Commonwealth.  Most  of  these  funds  were  in  the  custody  of  the  SRA  and  were  not 
recorded  on  the  SRA's  central  accounting  records.  Based  on  correspondence  we 
reviewed,  it  is  apparent  that  this  money  should  be  returned  to  the 
Commonwealth.     A  more  detailed  explanation  of  these  two  issues  follows. 

A.  Payment  of  $65,449  to  Three  SRA  Employees.  Payments  totaling  $65,449 
were  made  to  three  SRA  employees  for  performing  work  for  the  EHC.  A  summary 
of  the  services  rendered  and  the  amounts  paid  for  the  period  December  1985 
through  March  1991  follows: 


Services  Rendered 

Legal 
Financial 

Administrative  Secretarial 
Total 


Total 
Amount 

$24,981 
21, 736 
18.732 

$65.449 


December  1985 
through 
May  1987 

$  6,558 

5,738 

4.918 
$17.214 


June  1987 

through 
March  1991 

$18,423 
15,998 
13.814 

$48,235 


As  previously  stated,  in  May  1985  the  Mayor,  the  Chairman  of  the  EHC,  and 
the  Executive  Director  of  the  SRA  developed  a  Memorandum  of  Agreement  calling 
for  the  EHC  to  pay  the  SRA  for  support  services  provided.  This  agreement  was 
approved  by  the  SRA's  board  during  a  May  1985  meeting.  At  the  time  this 
agreement  was  executed,  it  was  estimated  that  the  SRA  would  be  reimbursed 
$12,500  ($10,000  for  salaries  and  $2,500  for  general  overhead).  This 
agreement  states,    in  part: 
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The  EHC  can  then  make  payment  to  the  SRA  for  services  provided 
beginning  with  fiscal  year  1986.  These  services  are  presently 
estimated  on  an  annual  basis  effective  July  1,  1985  to  be  $12,500, 
with  $10,000  of  that  amount  for  salaries,  and  $2,500  for  general 
overhead . 


When  the   SRA  Board   of   Commissioners   voted  to   authorize  the   SRA  Executive 

Director  to  sign  the  agreement  with  the  city,   the  SRA's  minutes  indicated  that: 

[EHC]  Chairman  Leiter  distributed,  to  the  [SRA]  Commission,  copies  of 
a  memoranda  to  the  Mayor  regarding  the  reimbursement  of  expenses 
incurred  by  the  SRA  on  behalf  of  the  EHC.    [Emphasis  added. ] 

Based    on    the    Memorandum    of    Agreement    and    the    SRA    board    minutes,  the 

additional  compensation  paid  is  questionable  for  the  following  reasons: 

o  Based  on  these  documents,  the  funds  provided  to  the  SRA  should  have  been 
a  reimbursement  to  the  SRA  and  should  have  been  recorded  as  income  to 
the  SRA  to  help  offset  expenses  that  the  SRA  had  been  incurring.  It  was 
not  the  intent  of  the  city  to  pay  the  reimbursements  to  specific  SRA 
employees . 

o  The  SRA  employees  performed  EHC  work  mostly  during  regular  SRA  work 
hours.  According  to  interviews  conducted  with  the  former  Executive 
Director,  as  well  as  a  review  of  the  minutes  of  the  EHC  meetings  that 
were  available,  most  of  the  meetings  and  work  was  performed  for  the  EHC 
during  the  SRA  employees'  regular  workday.  When  we  requested  timesheets 
to  substantiate  payments  for  EHC  work  done  by  the  SRA  employees,  we  were 
told  that  none  were  available.  These  payments  were  a  form  of  additional 
compensation  to  certain  individuals  who  did  not  perform  work  of  any 
substance.  Furthermore,  since  the  salaries  of  the  three  SRA  employees 
were  paid  with  federal  CDBG  funds,  any  reimbursements  received  from  the 
city  should  have  either  been  used  to  reduce  drawdowns  of  federal  CDBG 
funds  or  been  returned  to  HUD  as  program  income. 

o  The  EHC  was  inactive  for  most  of  the  period  during  which  the  SRA 
employees  were  paid.  As  far  as  we  could  determine,  the  last  meeting  of 
the  EHC  was  on  July  5,  1988.  A  "Final  Report"  of  the  status  of  the  Hall 
of  Fame  project  submitted  by  the  Project  Liaison  Officer  on  June  9,  1987 
showed  the  status  of  payments  made  and  the  "punch-list"  items  to  be 
completed.  We  contacted  members  of  the  EHC  to  try  to  clarify  the  status 
of  the  commission  and  were  told  by  commission  members  that  they  had  not 
attended  meetings  since  1988. 

o  The  employees  could  not  provide  us  with  much  information  about  the  EHC, 
the  Hall  of  Fame,  and  the  SRA's  relationship  to  both.  Although  we  made 
inquiries  for  about  five  months  during  our  fieldwork,  we  could  not  get 
satisfactory  answers  from  the  SRA  employees  paid  to  do  clerical,  fiscal, 
and  legal  work.  We  were  told  that  although  there  were  records  available 
at  one  time,  these  records  went  to  the  office  of  the  former  Mayor  when 
questions  were  raised  about  the  EHC  and  SRA  relationship,  and  that  was 
the  last  time  the  records  were  seen. 
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o  Our  last  concern  has  to  do  with  two  of  the  three  employees,  who  have 
subsequently  retired.  We  determined  that  additional  compensation  checks 
issued  by  the  EHC  included  a  deduction  for  retirement  benefits,  thereby 
indicating  that  the  additional  compensation  was  used  to  compute  the  two 
retirees'  yearly  salary  for  retirement  purposes.  Since  we  question 
whether  the  EHC  payments  should  have  been  made,  the  additional 
compensation  should  not  be  used  to  calculate  yearly  salary  for 
retirement  purposes. 

We  were  told  that  the  payments  to  the  SRA  employees  were  made  because  of  a 
verbal  agreement  reached  between  the  former  SRA  Executive  Director  and  the 
former  chairman  of  the  EHC  and  because  the  SFIA  employees  provided  low-cost 
expertise  to  help  monitor  the  city's  investment  in  the  Hall  of  Fame. 
According  to  the  terms  of  a  management  agreement  entered  into  between  the 
Naismith  Memorial  Hall  of  Fame  and  the  EHC,  the  city  would  be  entitled  to 
receive  a  share  of  profits.  We  agree  that  the  city  should  ensure  that  it 
receives  its  fair  share  of  profits  under  the  management  agreement;  however,  we 
question  whether  this  is  justification  for  continuing  to  pay  the  SRA 
employees,  because  they  were  support  staff  to  the  EHC  and  the  EHC  had  not  met 
since  1988. 

Recommendation :     The  SRA  should: 

1.  Coordinate  efforts  with  the  city  of  Springfield  to  recover  the  $65,449 
paid  to  past  and  present  SRA  employees. 

2.  Reimburse  $65,449  to  the  CDBG  program  as  program  income,  since  federal 
CDBG  funds  were  used  to  pay  the  three  employees'  full-time  salaries 
while  they  were  working  only  part-time  on  CDBG  activities. 

3.  Coordinate  efforts  with  the  city's  retirement  board  to  redetermine  the 
two  employees'  retirement  benefits  that  were,  in  part,  based  upon 
unallowable  EHC  payments.  Because  two  of  the  three  SRA  employees  have 
since  retired,  the  city's  retirement  board  may  also  need  to  review  the 
matter . 

B.  $144,785  of  EHC  Funds  Due  to  the  Commonwealth;  When  we  initiated  our 
audit,  we  noted  that  the  SRA  was  in  possession  of  two  bank  accounts  that 
related  to  the  EHC.  As  of  June  30,  1992,  one  was  a  checking  account  with  a 
balance  of  $99,070,  and  the  other  was  a  NOW  account  with  a  balance  of  $10,828. 
Neither   of   these   accounts   were   recorded   or   reported   on   the   SRA's  accounting 
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records,  even  though  the  SRA's  tax  identification  number  was  on  one  account. 
The  only  authorized  signer  on  the  accounts  was  the  former  Financial  Officer 
for  the  SRA,  who  also  acted  as  the  financial  support  person  for  the  EHC 
(referred  to  previously  in  part  A  of  this  audit  result. ) 

Based  on  an  analysis  of  the  documents  available,  the  funds  in  the  two  bank 
accounts,  which  totaled  $109,898  as  of  June  30,  1992,  should  be  returned  to 
the  Commonwealth  because  they  represent  leftover  funds  from  the  $8  million 
state  development  grant,  plus  accumulated  interest. 

Also,  an  additional  $34,887  should  be  returned  to  the  Commonwealth  because 
total  project  costs  were  less  than  anticipated.  This  amount  is  based  on  a 
"Final  Report",  prepared  by  the  EHC's  fiscal  staff  which  reflected  total 
project  expenditures  of  $11,378,733.  According  to  the  terms  of  the  state 
grant,  the  city  was  eligible  for  70%  of  the  development  cost,  up  to  $8 
million.  Based  on  total  expenditures,  the  city  should  have  received 
$7,965,113,   rather  than  $8  million,   a  difference  of  $34,887. 

It    is    important    to    note    that    the    final    report    on    which    we    based  our 

calculations    may   be    incorrect    because    it    was    prepared   by    the    EHC's  fiscal 

staff   rather   than   a   independent   outside   auditor   as   required  by  the  terms  of 

the  grant  agreement.   Item  8  (f): 

A  final  Financial  Report  shall  be  submitted  upon  completion  of  the 
Project,  including  an  accounting  of  the  total  development  cost  of  the 
Project.  Said  report  shall  be  prepared  according  to  a  method 
approved  by  EOAF  or  otherwise  by  an  independent  Certified  Public 
Accountant  who  shall  attest  to  its  accuracy  and  completeness,  and 
shall  be  prepared  according  to  generally  accepted  accounting 
practice.    .   .    .    [emphasis  added] 

Although  we  attempted  to  obtain  the  bank  statements  about  the  EHC  funds 
that  were  in  SRA's  custody,  we  were  told  by  the  EHC's  fiscal  staff  that  we 
would  not  be  allowed  to  see  the  bank  statements  because  they  were  not  SRA 
accounts.  We  agree  that  these  are  EHC  funds;  however,  our  access  to  these 
accounts  should  not  have  been  denied  because  one  of  the  accounts  had  the  SRA's 
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tax  identification  number;  the  EHC's  fiscal  staff  maintained  the  records 
primarily  on  SRA  time;  and  the  accounts  were  in  the  custody  of  the  SRA  and 
were  not  accounted  for  on  the  city's  accounting  records. 

It   is   not   clear  why  these   funds  were  not   recorded   and  reported  on  either 
the   SRA's   or   the   city's   accounting   records.      However,      since   they  were  not 
the  likelihood  of  these  funds  becoming  subject  to  loss  or  misappropriation  is 
increased. 

Because  the  SRA  did  not  satisfactorily  answer  our  questions  concerning  the 
grant  funding  source,  the  financial  reports  filed,  and  how  the  balance  of  the 
funds  should  be  disposed  of,  we  further  question  the  payments  made  to  the 
three  SRA  employees  referred  to  in  part  A  of  this  audit  result. 

Recommendat  ion ;  The  SRA  should  coordinate  efforts  with  the  city  of 
Springfield  and  the  EHC  to: 

1.  Return    the    $109,898    of    remaining    grant    funds    and    interest    to  the 
Commonwealth . 

2.  Arrange    for    an    audit    of    the    EHC    development    grant    by    a  independent 
outside  auditor  and  return  any  excess  grant  funds  to  the  Commonwealth. 

7 .     Uneconomical  Financial  Dealings  with  Other  Organizations  and  Developers; 

We  reviewed  the  financial  activities  of  the  SRA  as  they  related  to  loans 
granted  to,  or  payments  made  on  behalf  of,  selected  organizations  and 
individuals.  Based  on  our  review,  we  found  that  some  of  the  activities  that 
the  SRA  was  involved  in  not  only  had  a  substantial  negative  impact  on  its 
financial  position,   but  also  benefited  other  organizations  and  individuals. 

A.   Loans    Made   to   Organizations    and   Developers;      Our    review   of    SRA  loans 

raised   questions   with   loans   to,    or   guaranteed   by,    (1)    Brightwood  Development 

Corporation      (BDC);      (2)      Haddad,      Inc.;      (3)      Hollywood     Associates  Limited 

Partnership;  and  (4)   an  individual  developer. 

(1)  BDC  Loans;  According  to  SRA  financial  records,  between  1980  and 
1984  the  SRA  loaned  $115,183  to  firms  guaranteed  by,  or  affiliated 
with,  BDC.  The  SRA  has  not  received  payment  on  any  of  the  loans, 
and  it  is  not  clear  how  the  SRA  benefited  from  the  arrangement. 
The  following  chart  summarizes  the  activity  of  each  loan: 
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Terms  and  Current  Status 


Principal  plus  accrued  interest 
(7%)  payable  on  or  before 
12/85.  SRA  unable  to  collect  on 
loan.  Written  off  with  board 
approval  9/10/91.  SRA  holds 
recorded  second  position 

mortgage . 

Principal  without  interest  due 
on  demand  7/31/83,  amended  to 
8/31/83.  Written  off  with  board 
approval  9/10/91.  Loan  to 
Housing  Rehabilitate,  Inc., 
guaranteed  by  BDC. 

Annual  interest  (10%)  payment, 
with  interest  and  principal  due 
on  demand  11/18/98.  No  interest 
payments  made  to  the  SRA.  Loan 
to  Memorial  Square  Historic 
Trust,  Inc.,  guaranteed  by  BDC. 
SRA  holds  a  second  position 
mortgage . 

Interest  (3%)  only  for  first  36 
months.  Principal  and  interest 
for  120  months  thereafter  due 
11/18/98.  No  evidence  of  any 
interest  payments.  Loan  to 
Dwight  Manor  Associates 

guaranteed  by  BDC. 

(2)  Haddad,  Inc.,  Loan:  During  September  1985,  the  SRA  loaned  $55,000 
to  a  developer  for  an  approved  urban  renewal  project.  The  terms  of 
the  note  required  payment  of  $25,000,  plus  accrued  interest  (9%)  on 
March  20,  1986  and  $30,000,  plus  accrued  interest  on  September  20, 
1986.  Subsequently,  the  developer  requested  a  modification  in  the 
terms  of  the  loan.  The  modifications  were  verbally  approved  by  SRA 
officials;  however,  formal  amendments  were  not  made  to  the 
promissory  note.  As  a  result,  payments  have  not  been  made  on  the 
note  since  July  1988,  principal  and  accrued  interest  past  due  total 
of  $13,775  as  of  June  30,  1992,  and  SRA  loan  files  do  not  document 
the  loan  terms  agreed  to. 

(3)  Hollywood  Associates  Limited  Partnership  Loans:  Two  loans  totaling 
$325,000  were  made  to  this  limited  partnership  from  SRA's  now- 
defunct  Multi-Family  Conservation  Loan  Program  (MFWAP) .  The 
purpose  of  the  MFWAP  was  to  make  funds  available  for  energy  and 
weather  conservation  measures  for  low-income  housing.  These  loans 
were  made  in  April  1987  and  July  1987  for  $150,000  and  $175,000, 
respectively.  The  terms  of  the  low-interest  (5%)  loans  called  for 
120  monthly  payments.  Payments  have  not  been  made  on  either  loan 
since  the   fall   of    1990.      SRA  personnel   have   informed  us   that  loan 


Current 

Date  Principal  Value 

12/80  $45,599  $92,860 

6/83  $16,250  $16,250 

6/83  $15,000  $32,775 

6/84  $38,333  $38,333 
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payments  have  been  deferred;  however,  we  were  not  provided  with  any 
written  documentation  of  the  deferral,  approval  by  the  SRA's 
Executive  Director  or  authorization  by  the  SRA's  Board  of 
Commissioners.  Furthermore,  these  loans,  which  are  in  default, 
were  not  recorded  and  reported  on  the  SRA's  automated  accounts 
receivable  system.  Instead,  a  separate  set  of  manual  records  under 
the  control  of  the  Deputy  Executive  Director  were  maintained  for 
the  MFWAP. 

(4)  Individual  Developer;  Between  May  1990  and  September  1990,  the  SRA 
loaned  $60,150  from  the  MFWAP  to  an  individual  developer.  The 
terms  of  the  note  required  monthly  payments  to  begin  in  June  1990 
and  continue  for  10  years;  the  interest  rate  was  5%.  Before  loan 
payments  were  to  begin,  the  first  mortgage  holder  took  over 
management  of  the  property,  and  the  property  went  into 
foreclosure.  Consequently,  the  borrower  has  never  made  a  payment 
on  the  loan. 

B.  New  North  Citizens  Council's  (NNCC)  Use  of  SRA  Real  Estate  and 
Employees ;  Our  review  disclosed  that  the  SRA  provided  both  a  building  and 
employees  for  NNCC's  exclusive  use.  This  arrangement  has  cost  the  SRA  at 
least  $163,353  over  a  three-year  period. 

NNCC  occupies  a  building  that  the  SRA  acquired  in  1987.  Before  the  SRA 
purchased  the  property,  BDC  had  executed  a  purchase-and-sale  agreement  to 
acquire  the  site.  Due  to  BDC's  apparent  inability  to  finance  the  acquisition, 
the  purchase  and  sale  agreement  was  assigned  to  the  SRA.  The  SRA  paid  $85,000 
for  the  property,  which  included  a  $54,500,  10-year,  10%  first  mortgage  to  the 
seller.  The  SRA  also  granted  "right  of  first  refusal"  to  the  seller  if  the 
SRA  decided  to  subsequently  sell  the  premises.  In  addition  to  making  the 
monthly  mortgage  payments,  the  SRA  also  pays  the  gas  and  electric  bills  on  the 
property. 

We  made  several  unsuccessful  attempts  to  obtain  a  lease  agreement  for  the 
property.  We  were  provided  only  with  excerpts  from  what  appears  to  be  a  draft 
agreement,  not  a  signed  official  document.  Therefore,  the  reasons  for  this 
arrangement  could  not  be  demonstrated. 

In  addition  to  supplying  the  building,  the  SRA  provided  two  full-time 
employees  to  work  at  the  NNCC.      SRA  personnel   and  the  NNCC  Executive  Director 
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indicated  that  the  employment  arrangement  resulted  from  a  "verbal 
understanding"  with  the  former  SRA  Executive  Director.  In  addition  to  being 
compensated  for  a  40-hour  work  week  by  the  SRA,  these  two  employees  also 
received  $59  weekly  from  NNCC.  Additionally,  SRA  maintenance  staff  provided 
support  to  NNCC.  However,  the  SRA  could  not  provide  us  with  the  cost  of  those 
services . 

The  SRA's  poor  financial  decision-making  has  already  cost  it  in  excess  of 
$272,000  and  could  escalate  by  an  additional  $385,000  if  the  SRA  continues  to 
write  off  non-current  loans  made  to  developers.  Moreover,  the  SRA  will  incur 
additional  costs  if  it  continues  to  support  other  organizations,  which 
distracts  from  the  SRA's  mission  of  urban  renewal  and  economic  development. 
An  example  of  this  is  the  $25,000  paid  for  electric,  gas,  and  mortgage 
expenses  of  the  premises  occupied  by  NNCC. 

Prudent  business  practice  advocates  that  management  use  sound  business 
judgment  as  a  basis  for  its  financial  decision-making.  Although  management 
cannot  predict  the  financial  impact  of  every  business  decision,  it  must 
utilize  all  available  information  to  get  the  best  assessment  before  any 
financial  commitments  are  made.  The  causes  of  these  poor  financial  decisions 
could  not  be  demonstrated  because  very  little  was  documented  beyond  the 
promissory  notes  for  some  loans;  the  activity  commenced  many  years  ago  and  any 
pertinent  files  no  longer  existed;  and  many  of  the  arrangements  were  verbal 
agreements  between  former  SRA  personnel  and  the  organizations  or  individuals. 
However,  it  is  apparent  that  former  SRA  personnel  devoted  little  attention  to 
a  borrower's  ability  to  repay  prior  to  making  loans. 

Recommendation ;  Although  SRA  personnel  contend  that  the  SRA  is  not  in  the 
business  to  make  money,  they  need  to  provide  assurance  that  the  decisions  they 
make  will  at  least  further  the  SRA's  mission,  which  is  difficult  with  bad 
business  decisions.  Unless  the  SRA  can  justify  the  benefits  received  from 
special    arrangements,     such    as    those    with    BDC    or    NNCC,    these  arrangements 
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should  cease.  Furthermore,  if  it  is  the  intention  of  the  SRA  to  extend  the 
terms  of  non-current  loans,  as  it  has  to  BDC  and  real  estate  developers,  then 
it  should  be  documented  in  writing  and  have  the  Board  of  Commissioners' 
approval.  Additionally,  the  SRA  must  recognize  the  need  to  maintain  files  on 
loans  and  other  arrangements  made  until  the  records  have  been  audited  and  are 
deemed  closed. 

8 .     Noncompliance   with   Public   Bidding   Laws   and   Failure   to   Monitor  Contractor 
Performance 

On  February  25,  1991,  the  city  of  Springfield  approved  an  amendment  to  its 
CDBG  contract  with  the  SRA.  This  amendment  changed  SRA's  scope  of  services  to 
include  the  relocation  of  six  houses  from  the  Mason  Square  (Rebecca  Johnson) 
school  site  and  provided  the  SRA  with  $837,100  in  additional  funding  to 
accomplish  the  project. 

We  reviewed  the  procedures  used  by  the  SRA  to  accomplish  the  project  and 
found  that  the  SRA  did  not:  (a)  comply  with  public  bidding  laws  or  (b)  monitor 
contractor  performance.  As  a  result,  the  relocation  of  five  of  the  six  houses 
has  wasted  $20,938,  consisting  of  $1,978  that  could  have  been  saved  had 
contracts  been  awarded  to  the  low  bidders  and  $18,960  that  was  paid  for 
incomplete  or  inferior  work  done  by  contractors,   as  shown  below: 

Attributed  to 

Contractor  Description  Amount  Paid  Substandard  Work 

A                Site  work,   5  houses                  $31,250  $14,510 

B                Foundations,   3  houses                34,251  3,250 

C                Foundations,   2  houses                19 , 000  1 , 200 

$84. 501  $18,960 

Also,    our    visual    inspections    of    the    sites    disclosed    additional  problems 

and   potential    violations   of   the   city's   building   code,    for   which   we   have  no 

cost  estimates.     For  example,  we  visited  five  locations  and  found: 

o     None    of    the    houses    were    secured    to    the    foundations    by    sill  plates, 
which  anchor  the  house  to  the  foundation; 

o     One  house  had  a  cracked  foundation  and  low  ceiling  height  in  the  cellar; 
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o  One  house  had  a  cellar  door  opening  that  was  partially  obstructed  by 
the  foundation  wall,  making  it  impossible  to  put  cellar  stairs  in 
without  incurring  additional  costs;  and 

o    Fill  was  needed  at  some  of  the  sites. 

Once  the  city's  building  inspectors  perform  a  detailed  evaluation  of 
contractors'  compliance  with  the  city's  building  code,  the  SRA  may  be  forced 
to  spend  additional  monies  to  bring  the  houses  up  to  code;  money  which  the  SRA 
could  certainly  use  for  other  purposes. 

In  addition,  the  SRA's  failure  to  publicly  offer  the  sixth  house  for  sale 
gives  little  assurance  that  the  $1  sale  price  received  for  the  house  was  the 
highest  responsible  amount  it  could  have  received  as  well  as  raise  other 
questions  about  the  transaction.  This  property  (house  and  lot)  was  acquired 
just  months  earlier  for  $105,400. 

A.  Noncompliance  with  Public  Bidding  Laws;  The  SRA  initially  advertised 
Requests  for  Proposals  (RFP)  for  the  moving,  site  work,  and  foundation  work 
necessary  to  relocate  six  houses.  Between  the  time  of  the  advertisement  and 
the  time  allowed  for  potential  bidders  to  obtain  specifications,  the  project 
was  split,  and  the  SRA  obtained  bids  for  the  relocation  of  just  two  houses. 
On  two  later  occasions,  the  SRA  sought  RFPs  for  the  relocation  of  three  houses 
and  privately  sold  one  house  for  one  dollar.  SRA  personnel  could  not  clarify 
why  the  project  was  split  or  whether  that  change  was  made  public. 

On  the  first  round  of  relocations  for  two  houses,  SRA  personnel  accepted 
and  awarded  the  bid  for  foundation  work  to  a  masonry  contractor  whose  bid 
failed  to  meet  the  RFP's  specifications  and  should  have  been  rejected. 
Instead,  SRA  personnel  asked  the  sole  bidder  for  the  site  work  to  install 
driveways  (a  requirement  in  the  foundation  work  specifications)  and  increased 
the  site  work  contractor's  bid  by  $3,000.  The  SRA  did  not  take  into  account 
the  exclusion  of  the  driveway  installation  when  comparing  the  masonry 
contractor's  bid  to  other  bids  received   for   foundation  work.     Had  it  done  so. 
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it  would  have  realized  that  the  masonry  contractor  selected  was  not  the  low 
bidder. 

The  second  round  of  relocations  involved  one  house.  SRA  personnel 
accepted  and  awarded  bids  for  site  and  foundation  work  to  contractors  whose 
bids  should  have  been  rejected  because  they  were  submitted  after  the  bid 
deadline  date.  Furthermore,  the  site  work  contractor  selected  was  not  the  low 
bidder. 

Moreover,    we   identified   other   problems   with   the   way   the   relocation  work 

was  bid  and  awarded.     There  was  no  evidence  of: 

o  Bidders  submitting  bid  deposits  and  certificates  of  eligibility 
qualifying  them  for  the  job; 

o    Contracts  with  the  successful  bidders  on  rounds  two  and  three;  and 

o     Successful  bidders  posting  performance  bonds. 

Between  the  second  and  third  round  of  relocations,  the  SRA  opted  to  sell 
one  house  outright  rather  then  relocate  it.  We  were  told  that  this  was  done 
to  save  an  estimated  $40,000  to  $50,000  in  relocation  costs.  Although  this 
may  be  true,  it  does  not  exempt  the  SRA  from  offering  the  house  publicly  in 
order  to  obtain  the  best  possible  price,  as  required  by  law  and  as  responsible 
officials.  The  token  payment  received  ($1)  was  far  below  market  value,  and  it 
appears  that  the  general  public  was  not  included  in  the  process,  since  the 
buyer: 

o  Was  provided  with  $32,075  in  low-interest  rehabilitation  loans  and 
grants  by  the  SRA; 

o  Was  a  contractor  who,  through  several  of  his  corporations,  was  a 
preferred  developer  on  earlier  SRA  projects; 

o  Had  a  financial  interest  in  a  parcel  of  land  that  the  SRA  acquired 
years  earlier  and  that  is  the  site  of  a  relocation;  and 

o  Was  the  prior  owner  of  an  insurance  company  (that  was  sold  to  the 
former  owner  of  Action  Auto  Body,  whose  property  was  taken  by  the  SRA) 
that  provided  coverage  to  the  SRA. 
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Provisions  of  Chapter  149  of  the  Massachusetts  General  Laws  require  that  a 
public  Authority  follow  specific  steps  when  bidding  and  awarding  construction 
contracts  estimated  to  cost  in  excess  of  $25,000.  One  purpose  of  this  statute 
is  not  only  to  ensure  that  the  SRA  obtains  the  lowest  construction  price  among 
responsible  bidders,  but  also  to  establish  an  open,  honest  and  competitive 
procedure  for  public  contracts.  It  also  provides  for  penalties,  including 
fines  and/or  jail  sentences,  for  those  public  agencies  and  employees  who 
deviate  from  the  requirements. 

The  SRA  was  advised  by  the  city  to   follow  the  provisions  of  Chapter  149, 

since  the  total  project   cost   for  all   sites  would  exceed   $25,000.     An  October 

28,     1990    memorandum    to    the    SRA's     legal     counsel     from    the     city's  Acting 

Associate  City  Solicitor  stated,   in  part: 

Bids  for  foundation  work  on  the  houses  being  moved  for  the 
construction  of  the  Model  Cities  Magnet  School  should  be  conducted 
under  G.L.  c.l49,  §44A-44H  as  opposed  to  G.O.C.  30B.  Since  this 
contract  will  encompass  the  foundation  work  for  six  buildings,  as 
opposed  to  one  building,  the  estimated  cost  of  the  total  project  will 
exceed  $25,000.  I  believe  the  prudent  course  would  be  to  follow  the 
requirements  of  chapter  149.  You  have  indicated  that  since  the  cost 
of  the  foundation  work  for  any  individual  "building"  will  not  exceed 
$25,000,   in  your  opinion  chapter  149  does  not  apply. 

According  to  G.L.c.149,  §44A(2):  "Every  contract  for  the 
construction,  reconstruction,  installation,  demolition,  maintenance 
or  repair  of  any  building  by  a  public  Authority  estimated  to  cost 
more  than  twenty-five  thousand  dollars.  .  .  shall  be  awarded  to  the 
lowest  responsible  and  eligible  general  bidder  on  the  basis  of 
competitive  bids  in  accordance  with  the  procedure  set  forth  in  the 
provisions  of  section  forty-four  A  to  forty-four  H,  inclusive."  I 
believe  the  legislature  intended  the  emphasis  to  be  on  the  value  of 
the  total  contract,  and  not  on  the  value  of  the  work  done  on  an 
individual  building  where  several  buildings  are  involved  in  one 
contract . 

Also,    Chapter    308    of    the   General    Laws    delineates    the   procedures  a 

public  Authority  must   follow  when   it  disposes   of   real   property.  Section 

15  states,   in  part: 

(a)  If  a  governmental  body  duly  authorized  by  general  or  special  law 
to  engage  in  such  transaction  determines  that  it  shall  rent, 
convey,    or   otherwise   dispose   of    real    property,    the  governmental 
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body  shall  declare  the  property  available  for  disposition  and 
shall  specify  the  restrictions,  if  any,  that  it  will  place  on  the 
subsequent  use  of  the  property. 

(b)  The  governmental  body  shall  determine  the  value  of  the  property 
through  procedures  customarily  accepted  by  the  appraising 
profession  as  valid. 

(c)  A  governmental  body  shall  solicit  proposals  prior  to: 

(1)  acquiring  by  purchase  or  rental  real  property  or  an  interest 
therein  from  any  person  at  a  cost  exceeding  five  hundred 
dollars;  or 

(2)  disposing  of,  by  sale  or  rental  to  any  person,  real  property 
or  any  interest  therein,  determined  in  accordance  with 
paragraph  (b)  to  exceed  five  hundred  dollars  in  value. 

(d)  The  governmental  body  shall  place  an  advertisement  inviting  the 
submission  of  proposals  in  a  newspaper  with  a  circulation  in  the 
locality  sufficient  to  inform  the  people  of  the  affected 
locality.  The  governmental  body  shall  publish  the  advertisement 
at  least  once  a  week  for  two  consecutive  weeks.  The  last 
publication  shall  occur  at  least  eight  days  preceding  the  day  for 
opening  proposals.  The  advertisement  shall  specify  the 
geographical  area,  terms  and  requirements  of  the  proposed 
transaction,  and  the  time  and  place  for  the  submission  of 
proposals.  In  the  case  of  the  acquisition  or  disposition  of  more 
than  twenty-five  hundred  square  feet  of  real  property,  the 
governmental  body  shall  also  cause  such  advertisement  to  be 
published,  at  least  thirty  days  before  the  opening  of  proposals, 
in  the  central  register  published  by  the  state  secretary  pursuant 
to  section  twenty  A  of  chapter  nine. 

B.  Failure  to  Monitor  Contractor  Performance;  Our  review  of  the  SRA's 
house  relocation  files  indicated  that  very  little  of  the  project's  progress 
was  documented.  Based  on  our  interviews  with  SRA  employees,  we  found  that  the 
employee  responsible  for  the  project  gave  us  conflicting  information. 

The  lack  of  SRA  monitoring  has  led  to: 

o  Houses  being  moved  before  city  permits  were  obtained.  In  one  case  a 
house  was  set  on  a  new  foundation  that  was  built  too  close  to  the 
property's  boundary,  which  required  the  SRA  to  obtain  a  variance  from 
the  city; 

o  Another  house  being  relocated  to  a  lot  that  may  be  too  small  to 
accommodate  its  required  front  porch  and  driveway; 

o    No  provisions  for  curb  cuts  in  order  to  access  the  driveways; 

o     Sidewalks  excluded  from  the  specifications  on  three  houses; 
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o    Foundations  backfilled  without  being  inspected;  and 
o     Contractors  being  paid  without  someone  first  examining  their  work. 
Prudent  business  practices  advocate  that  the  SRA  have  controls  in  place  to 
ensure   that    contracted   work    is   done   timely,    accurately,    in    compliance  with 
applicable    laws    and   regulations,    and   that    it    is    inspected   before   payment  is 
made. 

While  our  audit  was  in  progress,  we  noted  that  a  contractor  had  installed 
three  driveways  that  were  not  the  regulation  length  required  by  the  building 
code.  Subsequently,  we  noted  that  one  of  the  driveways  had  been  removed  and 
that  a  driveway  base  was  located  on  another  side  of  the  house. 

The  causes  of  improper  bidding  and  the  lack  of  monitoring  are  two-fold. 
SRA  personnel  indicated  that  they  were  pressured  by  the  city  to  quickly 
relocate  the  houses  so  that  the  construction  of  the  Rebecca  Johnson  School 
would  not  be  delayed  and  that  they  were  pressured  to  award  the  contracts  to 
minority  contractors.  Neither  condition,  if  true,  justifies  failure  to  act 
responsibly  and  legally. 

Recommendation ;  The  SRA  should  have  all  the  work  done  by  its  contractors 
inspected  by  a  qualified,  independent  person  prior  to  making  payments.  If 
warranted,  contractors  should  be  called  back  to  rectify  deficiencies  cited. 
If  contractors  fail  to  correct  deficiencies,  the  SRA  should  consider  seeking 
legal  remedies  to  recover  funds  paid.  The  SRA  should  realize  that  so  called 
external  pressures  are  no  justification  for  circumventing  the  law  and  acting 
irresponsibly . 

9 .     Inadequate  Management  of  Tax  Title  Properties: 

On  April  12,  1989,  the  city  of  Springfield  contracted  with  the  SRA  and  one 
of  its  employees  to  serve  as  the  city's  Tax  Title  Custodian  (TTC) .  The  TTC  is 
responsible    for    managing    and    controlling    properties    acquired    by    the  city 
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through  the  foreclosure  of  tax  titles.  We  found  that  the  SRA  and  the  TTC  did 
not  adhere  to  certain  terms  and  conditions  of  the  agreement.  Specifically, 
the  SRA  and/or  TTC  failed  to  (a)  maintain  adequate  financial  records,  (b) 
restrict  activity  to  tax  title  properties,  and  (c)  adequately  control  tax 
title  properties. 

a.  Financial  Record  Maintenance;  $243,320  (35%)  of  the  deposits  to  the 
tax  title  bank  account  were  not  identifiable  because  detailed  deposit  slips 
were  not  retained  and  a  cash  receipts  journal  was  never  utilized.  We  found 
that  the  only  financial  records  prepared  by  the  TTC  were  a  checkbook  and  a 
bank  statement  reconciliation. 

Clause    V,     Section    A,     of    the    Tax    Title    Agreement,    which      requires  the 

maintenance  of  adequate  financial  records,  states: 

The  records  of  the  custodian  insofar  as  they  relate  to  this 
agreement  shall  be  kept  on  a  generally  recognized  accounting 
basis . 

Due  to  the  lack  of  detailed  deposit  slips  and  a  cash  receipts  journal, 
there  is  no  assurance  that  receipts,  such  as  bid  deposits  and  subsequent 
payments,  were  made  in  the  required  amounts  and  collected  and  were  deposited. 

b.  Tax  Title  Property  Restriction;  $23,019  was  paid  from  the  tax  title 
account  for  non-related  expenses.  We  found  that  these  expenses  were 
attributable  to  maintenance  costs  of  the  city's  Tapley  Street  (former)  Post 
Office  Building  ($2,634),  the  (former)  Technical  High  School  Building 
($17,235),   and  a  Mason  Square  Project  ($3,150). 

Clause  II,  Section  A,  of  the  Tax  Title  Agreement  outlines  the  TTC's  scope 
of  services.  Exhibit  A  of  the  contract.  Part  I,  Subsection  D,  addresses  the 
TTC's  responsibilities  for  repair  and  maintenance  expenses  and  provides 
procedures  to  be  followed  for  paying  those  expenses.  In  part,  this  section 
states: 
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To  order  in  the  name  of  the  city  and  superintend  all  necessary 
repairs...  located  on  tax  tile  properties.  .  .  the  custodian  agrees 
not  to  order  or  obligate  the  city  for  any  repair,  allocation  or 
improvement  costing  in  excess  of  $500  without  first  obtaining  the 
city  Treasurer's  approval.  Whenever  practicable,  the  custodian  shall 
submit  to  competitive  bidding,  any  work  requiring  outside 
contractors,  which  shall  cost  more  than  $500. 

Because  the  $23,019  in  expenses  did  not  pertain  to  tax  title  property  and 
we  were  not  shown  that  these  expenses  were  approved  by  the  city  Treasurer,  we 
consider  these  expenditures  from  the  tax  title  account  to  be  unallowable. 
Because  unallowable  expenses  were  being  paid,  there  could  be  a  shortfall  in 
funding  the  maintenance  and  repair  necessary  to  preserve  tax  title 
properties.  We  also  noted  that,  contrary  to  the  Tax  Title  Agreement,  the  TTC 
did  not  competitively  bid  purchases  costing  more  than  $500.  Therefore,  there 
is  no  assurance  that  the  goods  and  services  were  purchased  at  the  lowest 
responsible  price. 

c.  Inadequate  Control  of  Tax  Title  Properties;  We  found  that  the  SRA's 
and  the  TTC's  management  and  control  over  tax  title  properties  was  flawed.  As 
a  result,  the  TTC  failed  to  make  tax  title  properties  profitable. 

The   Tax   Title   Agreement    requires   the   TTC   to   manage   the   properties  under 

its     control     so    that     costs    of     having    the    properties     in    tax    title  are 

minimized.     Specifically,  Clause  I  of  the  agreements  states,   in  part: 

The  city  hereby  makes  an  acting  appointment  ...as  Tax  Title 
Custodian. . .  who  shall  have  care,  custody,  management,  and  control 
of  all  property ...  acquired  by  the  city  through  foreclosure  of  tax 
titles ...  hereby  accepts  such  appointment,  and  agrees  to  use  his 
best  efforts  to  see  that  all  properties  under  his  management  are 
properly  cared  for,  managed,  controlled,  and  made  profitable 
(emphasis  added]. 

Also,   the  agreement's  scope  of  service  section  requires  the  TTC: 

To  collect  rent  ...  which  may  become  due  from  the  tenant(s)  of  the 
tax  title  property  ( ies )  while  the  city  is  owner  of  such 
property ( ies ) .     Such  funds  will  be  deposited  in  a  master  account.... 

We    noted    two    examples    in    which    the    TTC    neither    managed    properties  to 


minimize     costs     nor     adhered     to     the     contractual     provisions     of     the  TTC 
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agreement.     The  first  example,   Property  A,    shows  how  costs  were  not  minimized 

because   the    TTC    rejected    a    legitimate    bid,    the    auctioneer's    commission  was 

paid,    and   rents   were   not    collected    from   the   property   owner,    even   though  he 

continues  to  operate  his  business  on  the  property. 

The    second    example.     Property    B,     shows    that    costs    were    not  minimized 

because  expense  reimbursements  were  made  based  on  costs  of   $6,176,   which  were 

incurred  prior  to  the   start   of   a  property  management   subcontract.     Also,  the 

property  management   subcontract  was  made  with  a  party  that  was   affiliated  to 

the  tax-delinquent   owner   of   the  property.      The   Property   B   example   also  shows 

that    rents    were    not    deposited    in    the    TTC    account    as    required.      A  detailed 

explanation  of  each  examples  follows: 

-  Property  A;  136  Walnut  Street;  This  tax  title  foreclosure  property  was 
unsuccessfully  sold  on  three  separate  occasions  during  a  three-year 
period.  Prior  to  the  first  auction,  the  TTC  obtained  a  property 
appraisal  of  $20,000.  At  the  auction,  a  $19,000  bid  was  accepted,  and 
the  successful  bidder  deposited  $11,000.  Later,  the  TTC  rejected  the 
bid  and  returned  the  bid  deposit,  citing  that  the  bid  did  not 
approximate  fair  market  value  (FMV).  However,  this  rejected  bid 
equalled  95%  of  FMV,  and  accepted  bids  on  other  properties  showed 
greater  disparity  between  bid  price  and  FMV  (one  property  was  sold  at 
45%  of  FMV) .  Additionally,  the  auctioneer  received  a  $950  commission 
even  though  the  property  did  not  sell.  Prior  to  the  second  auction, 
the  property  was  appraised  at  $15,000.  At  public  auction  the  property 
sold  for  $29,000,  with  the  bidder  depositing  $1,500.  For  reasons 
unknown,  the  bidder  never  paid  the  balance,  and  the  TTC  retained  the 
$1,500  deposit.     The  third  auction  generated  no  bids. 

Since  the  tax-taking  of  this  property  in  1979,  the  tax  title 
foreclosure  in  1989,  and  subsequent  unsuccessful  auctions,  the  former 
property  owner  continues  to  operate  his  business  from  this  site  without 
paying  rent  to  the  city  and  continues  to  owe  back  taxes  of 
approximately  $59,210  to  the  city  as  of  June  30,  1992.  Furthermore, 
the  TTC's  rejection  of  a  fair  bid  at  the  first  auction  has  cost  the 
city  about  $32,747  by  not  putting  the  property  back  on  the  real  estate 
tax  roll. 

Property  B;  Briqhtwood  Shopping  Plaza:  In  January  1992,  the  city 
amended  the  TTC  agreement  to  have  the  SRA/TTC  manage  and  preserve  this 
property,  which  was  in  the  process  of  tax  title  foreclosure.  The 
amendment  allowed  the  SRA/TTC  compensation  of  up  to  $12,000  for  their 
services  and  was  effective  for  the  period  January  1,  1992  through  June 
30,  1992.  Rather  than  manage  the  property  themselves,  the  SRA/TTC 
entered  into  a  subcontract  for  a  company  to  manage  the  property.  The 
subcontract,  which  allowed  for  reimbursement  of  expenses  of  up  to 
$12,000,  was  effective  for  the  period  December  31,  1991  through  June 
30,    1992.      It    should    also    be    noted    that    the    subcontract    was    with  a 
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company  (Brightwood  Development  Corporation)  that  was  affiliated  with 
the  owner  of  the  property  (Brightwood  Corporation)  that  was  delinquent 
on  the  property  taxes,  owing  at  least  $250,000  in  back  taxes  and 
interest . 

We  noted  that  the  SRA  paid  the  subcontract  management  company 
(Brightwood  Development  Corporation)  $9,929  in  reimbursements  of 
expenses  for  services  rendered.  When  we  reviewed  the  source  documents 
that  supported  the  reimbursement  request,  we  noted  that  $6,176  of  the 
$9,929  applied  to  expenses  incurred  during  June  1991  through  December 
1991,  which  was  before  the  subcontract  agreement  was  in  effect. 

We  also  noted  that  rents  collected  by  the  subcontractor,  which  we 
estimated  to  be  $1,443  per  month,  were  not  returned  to  the  TTC  and 
deposited  in  the  master  account  as  required  by  the  TTC  contract. 

Inadequate  management  and  control  over  tax  title  properties  caused  by  a 
"verbal  understanding"  between  the  parties  involved  as  well  as  the  lack  of 
oversight  of  the  TTC  activities  by  both  the  SRA  and  the  city. 

Recommendat ion ;  The  SRA  and  the  city  should  decide  whether  managing  the 
city's  tax  title  properties  fits  into  the  SRA's  mission.  If  the  SRA  continues 
the  tax  title  agreement,  then  it  and  the  city  must  devote  sufficient  oversight 
to  ascertain  that  tax  title  properties  are  preserved,  adequate  financial 
records  are  kept,  and  adequate  and  appropriate  reports  are  supplied  to 
management  on  a  timely  basis.  If  it  is  the  intention  of  the  city  to  have  the 
TTC  manage  non-tax  title  properties,  and  to  allow  tenants'  use  of  properties 
rent-free,   then  the  agreement  should  be  amended  to  so  indicate. 

Regardless  of  whether  the  SRA  chooses  to  continue  this   agreement  with  the 
city,    $23,019   needs  to  be  reimbursed  to  the  tax  title  account   for  non-related 
expenditures,    and  the  TTC  needs  to  collect  rent  received  by  the  subcontractor 
for  the  management  of  the  Brightwood  Shopping  Plaza. 
10 .   Inadequate  Money  Market  Account  Oversight; 

Our  review  disclosed  that  several  SRA  bank  accounts  were  not  recorded  and 
reported  on  the  SRA's  financial  records  (see  Audit  Result  No.  2).  One  such 
account  that  we  identified  was  a  money  market  account  with  a  balance  of 
$18,639  as  of  June  30,  1992,  held  at  the  Bank  of  Western  Massachusetts  (BWM). 
SRA  personnel   stated  that  they  did  not   know  the  purpose  of  this   account,  why 
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funds  were  being  withdrawn  from  and  deposited  to  the  account  on  a  monthly 
basis,  or  why  SRA  officials  were  not  signers  on  the  account. 

Prudent  business  practices  advocate  that  financial  statements  be  complete 
and  accurate  and  report  an  entity's  entire  financial  activity.  Therefore, 
management  must  ensure  that  controls  are  in  place  to  properly  record  income 
and  expenses,  as  well  as  properly  report  assets.  Also,  good  internal  control 
procedures  warrant  that  agency  officials  have  signatory  control  over  bank 
accounts  to  prevent  unauthorized  access  to  agency  funds. 

SRA's  failure  to  oversee  this  money  market  account  raised  questions  as  to 
both  the  accuracy  and  validity  of  the  transactions  affecting  the  account.  Our 
discussions  with  BWM  representatives  disclosed  that  the  account  was  initially 
established  by  the  SRA  with  a  $10,000  deposit  in  September  1988  to  subsidize 
the  interest  rate  on  a  BWM  loan  made  to  a  locally  operated  business.  BWM 
personnel  were  to  charge  the  account  on  a  monthly  basis  for  the  interest 
subsidy.  Subsequent  to  this  arrangement,  BWM  was  asked  to  service  a  $50,000 
loan  made  by  the  SRA  to  a  realty  trust  company  controlled  by  three  attorneys. 
Documents  we  reviewed  pertaining  to  this  transaction  give  the  appearance  that 
BWM  sold  to  the  SRA  a  participation  of  $50,000  in  a  BWM  loan  made  to  the 
realty  trust  company.  However,  bank  records  indicate  that  the  SRA  initially 
provided  the  money  for  the  loan,  and  BWM  neither  participated  in  the  decision 
nor  made  the  $50,000  loan  to  the  realty  trust. 

It  is  not  clear  why  BWM  serviced  the  loan,  especially  when  the  SRA  was 
already  servicing  several  hundred  thousand  dollars  in  loan  receivables.  No 
written  agreements  exist  between  the  SRA  and  BWM  on  how  these  verbal 
arrangements  were  to  be  implemented.  We  do  know  that  BWM  overcharged  the 
money  market  account  for  the  interest  subsidy  due  because  of  the  borrower's 
delinquent  payments  on  the  BWM  loan.  We  estimated  the  overcharges  to  be  at 
least  $3,860  as  of  June  30,  1992. 
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In  addition  to  the  overcharges  and  the  $18,639  not  being  recorded  on  the 
SRA's  financial  records,  the  SRA  also  failed  to  record  the  $50,000  receivable 
due  from  the  realty  trust  company.  In  an  effort  to  determine  which  specific 
program  the  interest  subsidy  and  loan  was  made  from,  we  spoke  to  the  former 
Executive  Director,  who  indicated  that  the  loan  was  granted  under  the  auspices 
of  either  the  Court  Square  or  South  End  urban  renewal  programs.  Our  review  of 
additional  correspondence  indicated  that  the  funds  came  from  the  Neighborhood 
Commercial  Rehabilitation  Loan  Program  and,  furthermore,  that  the  local 
business  loan  subsidy  and  the  realty  trust  company  loan  were  the  only  two 
arrangements  made  by  the  SRA  from  this  program. 

After  the  conclusion  of  our  audit  fieldwork,  BWM  representatives  processed 
a  credit  memorandum  that  returned  $3,914  to  the  SRA's  money  market  account  for 
erroneous  charges  made  to  the  account  over  a  four-year  period. 

Recommendation :  Responsible  officials  need  to  determine  whether  the 
$10,000  subsidy  and  the  $50,000  loan  are  appropriate  and  meet  program 
criteria.  If  it  is  determined  that  they  do  not,  the  SRA  will  need  to  recall 
the  funds.  Regardless  of  whether  the  transactions  are  attributable  to 
legitimate  program  purposes,  the  SRA  needs  to  accurately  record  and  report  the 
activity  on  its  financial  records,  including  the  $50,000  note  receivable,  the 
money  market  account,   and  the  related  cash  receipts  and  disbursements. 

The  SRA  should  review  its  arrangement  with  BWM,  especially  since  the  SRA 
already  services  loans.  It  does  not  appear  that  it  needs  BWM  to  perform  a 
service  that  the  SRA  already  performs.  If  the  SRA  determines  that  the  BWM 
arrangement  is  still  necessary,  then  a  written  agreement  should  be  implemented 
detailing  the  responsibilities  of  each  party. 

The  SRA  should  immediately  change  the  bank  signatory  card  to  reflect  SRA 
officials,  not  BWM  officials,  as  account  signers.  Also,  SRA  personnel  should 
obtain  and  verify  the  supporting  detail  for  the  $3,914  BWM  credit  memorandum, 
since  the  bank  may  not  have  restored  sufficient  funds  to  cover  all  overcharges. 
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11 .   Inadequate  Control  over  Credit  Union  Account  Activity; 

On  September  21,  1989,  the  SRA  opened  a  credit  union  account  and  deposited 
$100,000  for  the  purpose  of  making  energy  loans.  Our  review  disclosed  that 
the  SRA  did  not  reconcile  the  credit  union  account  cash  balances  pertaining  to 
these  energy  loans  on  a  regular  basis. 

Good  internal  controls  ensure  that  procedures  are  in  place  to  reconcile 
cash  accounts  in  a  timely  manner.  Adequate  control  procedures  provide  the 
necessary  checks  and  balances  that  help  in  the  timely  identification  of 
potential  errors  and  omissions  that  may  be  otherwise  overlooked. 

While  reviewing  activity  in  this  energy  loan  account,  we  noted  a 
withdrawal  and  deposit  of  money  that  was  not  substantiated  by  source  documents 
and  that  could  not  be  explained  by  either  SRA  or  credit  union  officials. 
Specifically,  we  noted  a  $50,000  withdrawal  on  February  28,  1991  that  was 
credited  back  to  the  account  after  June  20,  1991,  when  the  passbook  was 
reprinted  to  make  it  appear  as  though  the  withdrawal  transaction  never 
occurred.  Current  SRA  personnel  were  unable  to  explain  this  activity  and 
suggested  that  we  contact  the  SRA's  former  Executive  Director  and  former 
Financial  Officer.  We  also  contacted  officials  at  the  credit  union  and  were 
told  that  the  $50,000  transaction  was  an  apparent  bookkeeping  error  made  by  a 
former  teller. 

Since  we  have  been  unable  to  obtain  any  documentation  to  clarify  the 
transaction,  we  conclude  that  the  SRA  lost  use  of  the  $50,000  for  a  period  of 
approximately  four  months.  Additionally,  the  possibility  exists  that  someone 
may  have  used  those  funds  for  unauthorized  purposes.  The  cause  of  the 
unexplained  $50,000  withdrawal  posted  to  the  account  or  the  subsequent 
reprinting  of  the  passbook  could  not  be  determined. 

Recommendat  ion :  The  SRA  should  establish  procedures  to  monitor  credit 
union  account  activity,    reconcile  the  account  on  a  monthly  basis,    and  require 
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follow-up  action  of  any  variances  or  unusual  items.  At  a  minimum,  the 
unexplained  $50,000  transaction  should  be  investigated  by  SRA  and  credit  union 
personnel  to  determine  what  occurred  with  those  funds.  Once  this 
determination  is  made,  the  SRA  should  take  appropriate  action  to  prevent  a 
recurrence. 

12 .   Failure  to  Administer  and  Manage  the  Springfield  Business  Development  Fund; 

On  November  21,  1989,  the  SRA  entered  into  an  agreement  with  the 
Springfield  Business  Development  Fund,  Inc.,  (SBDF).  The  purpose  of  this 
agreement  was  to  transfer  responsibility  for  administering  the  low-interest 
Revolving  Loan  Fund  (RLF)  program  from  SBDF  to  the  SRA.  This  transfer  of 
responsibility  was  a  prerequisite  to  the  U.S.  Department  of  Commerce,  Economic 
Development  Administration's  (EDA)  allowing  the  city's  Commissioner  of 
Community  Development  an  extension  in  making  the  initial  round  of  RLF  loans. 
The  purpose  of  the  RLF  was  to  promote  capital  investment  and  job  creation  in 
the  city  of  Springfield.  EDA  initially  authorized  a  $500,000  grant  for  this 
purpose. 

Our  review  of  the  RLF  disclosed  that,  although  the  SRA  agreed  to  provide 
services,  the  SRA  never  took  over  the  management  and  administration  of  the  RLF 
as  required.  Also,  SRA  officials  were  unaware  that  they  were  responsible  for 
overseeing  the  RLF. 

The  agreement,   in  part,   requires  the  SRA  to: 

Provide,  and/or  assist  SBDF  in  obtaining,  the  administrative  and 
marketing  services  required  for  the  proper  and  orderly  functioning  of 
the  revolving  loan  program.  These  services  shall  include  the 
following: 

I .     Scope  of  Services 

A.  Accepting  and  processing  of  new  loan  applications, 
preparation  of  credit  analyses  and  presentation  to  the  board 
of  directors. 
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B.  Servicing  outstanding  loans,  including: 

1.  Receipt  and  deposit  of  loan  repayments;  and 

2.  Follow-up  on  loans  currently  not  being  repaid. 

C.  General  administration  activities,  including: 

1.  Maintenance  of  checkbook; 

2.  Maintenance  of  SBDF  office  files;  and 

3.  Scheduling  of  advisory  board  meetings. 

D.  General  accounting  activities,  including: 

1.  Preparation  of   monthly  transaction   register   and  accounts 
receivable  aging;  and 

2.  File    appropriate    quarterly    and    semi-annual    reports  with 
the  U.S.   Treasury  Department  and  EDA  monitors. 

E.  Monitor  job  creation  compliance. 

V.  Recordkeeping 

The  SRA  shall  keep  all  records  in  accordance  with  general 
accounting  standards  and  the  requirements  specified  in  the  grant 
agreements  between  SBDF  and  the  city  and  the  EDA. 

The   SRA's   failure   to   oversee  the  RLF  gives   no   assurance  that   the  program 

is    financially    sound   or   that    loans   were   made   in   compliance   with  guidelines. 

The   RLF   financial    statements    indicate   that    $48,150   was    charged   off    as    a  bad 

debt    over    the    two    fiscal    years    ended    June    30,     1992.      A    March    1993  trial 

balance  reflects  the  following  status  of  the  RLF: 

Loan  Number  of 

Status  Loans  Balance  Percentage 

Current  7  $303,540  48% 

Deferred                                1  36,535  6% 

Over  30  days                        2  111,005  18% 

Default                                 _3  181,487  28% 

1^  $632.567  100% 

During  the  two  fiscal  years  ended  June  30,  1992  the  RLF  loaned  $303,000 
for  which  the  SRA  provided  no  oversight.  There  is  no  assurance  that  the  loans 
were  given  to  qualified  businesses  or  that  the  loans  created  the  requisite 
number  of  jobs  within  the  city  of  Springfield. 

The    SRA's     former    Executive    Director    indicated    that    the    previous  RLF 


administrator    did    an    inferior    job   managing    the    program,    which  necessitated 
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another  agency  taking  over  as  administrator.  The  SBDF  felt  that  the  city 
could  not  be  the  official  RLF  administrator,  and  so  the  SRA  was  named.  The 
SRA  was  chosen  because  administration  of  the  program  would  be  simplified  with 
SRA  management,  thereby  circumventing  the  city  bureaucracy.  Since  all  RLF 
financial  records,  reconciliations,  and  loan  applications  were  maintained  by 
employees  of  the  city's  Community  Development  Department,  the  question  remains 
as  to  whether  the  SRA  was  ever  really  intended  to  take  over  financial 
management  of  this  fund.  We  attribute  the  lack  of  SRA  oversight  at  least  in 
part  to  insufficient  segregation  of  duties,  since  the  former  SRA  Executive 
Director  was  also  the  Commissioner  of  Community  Development  and  President  of 
the  SBDF. 

Recommendat  ion ;  Because  the  city's  Community  Development  Department 
retained  control  of  the  SBDF,  the  SBDF  did  not  transfer  the  administrative  and 
management  responsibility  to  the  SRA  and,  therefore,  the  agreement  between  the 
two  entities  should  be  terminated  immediately.  The  EDA  should  also  be 
notified  of  the  change  so  that,  in  the  transition  of  finding  a  new 
administrator,  the  RLF  will  be  allowed  to  operate.  Also,  the  SRA  should 
refrain  from  entering  into  agreements  that  it  has  no  intention  of  being 
involved  in,  thereby  limiting  any  subsequent  liability. 
13 .   Inadequate  and  Inappropriate  Insurance  Coverage: 

The   SRA's    funding    sources   require   that   adequate   insurance   be  maintained. 

The  CDBG  contract  states,   in  part: 

All  employees  handling  funds  are  required  to  be  insured  by  a  fidelity 
bond.  Such  coverage  shall  be  subject  to  the  prior  written  approval 
of  the  Commissioner  of  Community  Development.    .    .  . 

The  Operating  Agency  shall  effect  and  maintain  insurance  to  protect 
the  Operating  Agency  from  claims  under  Workmen's  Compensation  Acts, 
claims  for  damages  because  of  bodily  injury  including  personal 
injury,  sickness  or  disease,  or  death  of  any  of  the  Operating 
Agency's  employees  or  of  any  person  other  than  the  Operating  Agency 
employees;  and  from  claims  for  damages  because  of  injury  or 
destruction    of    tangible    property    including    loss    of    use  resulting 
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therefrom;  and  from  claims  arising  out  of  the  performance  of  program 
services  caused  by  any  negligent  acts  for  which  the  Operating  Agency 
is  legally  liable. 

However,  our  review  of  the  SRA's  insurance  coverage  revealed  that:  (a)  the 
SRA  lacked  bonding  coverage  for  its  employees;  (b)  there  was  a  lapse  in 
workers'  compensation  insurance  coverage  for  SRA  employees;  (c)  certain  real 
estate  properties  had  no  liability  or  fire  insurance  coverage,  while  other 
real  estate  properties  that  the  SRA  did  not  own  were  insured;  and  (d)  auto 
insurance  premiums  were  paid  for  vehicles  not  under  the  SRA's  control. 

a.  Lack  of  Employee  Fidelity  Bond  Coverage;  The  SRA  did  not  have  fidelity 
bond  coverage  for  its  employees.  We  were  told  that  the  SRA  had  such  coverage 
until  January  1,  1991,  when  the  coverage  was  not  renewed.  The  SRA  was  unable 
to  explain  why  the  coverage  was  discontinued.  The  former  insurance  agent  that 
provided  the  bonding  coverage  stated  that  he  and  SRA  officials  mutually  agreed 
not  to  renew  positions  bond  insurance  after  January  1,  1991.  Again,  we  were 
provided  with  no  explanation  for  the  insurance  being  discontinued. 

b.  Lapse  in  Workers'  Compensation  Insurance  Coverage:  Between  January  1, 
1991  and  January  28,  1991,  the  SRA  was  without  workers'  compensation  insurance 
coverage.  SRA  personnel  apparently  overlooked  the  required  premium  payment, 
and  the  coverage  lapsed.  After  a  work-related  injury  was  reported,  the  SRA 
learned  that  it  lacked  coverage  and  took  appropriate  steps  to  have  the 
coverage  reinstated.  Nevertheless,  because  an  uninsured  injury  occurred,  the 
SRA  could  be  liable  for  the  injuries  that  the  employee  suffered. 

c.  Inadeguate  Insurance  of  Real  Estate  Properties:  Our  comparison  of  the 
SRA's  insurance  policies  to  its  listing  of  real  estate  holdings  disclosed  that 
41  parcels  were  uninsured.  Moreover,  we  found  that  there  were  18  insured 
properties  that  the  SRA  did  not  appear  to  own.  At  the  conclusion  of  audit 
fieldwork,  SRA  personnel  were  in  the  process  of  reconciling  and  updating 
coverage  for  all  real  estate  owned. 
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d.  Insurance  on  Vehicles  Not  under  SRA  Control;  The  SRA  registered  and 
insured  a  truck  and  trailer  that  were  used  by  Hampden  County  Jail  authorities 
for  prisoners  mowing  the  grass  at  the  city's  Riverfront  Park,  which  is  under 
the  jurisdiction  of  the  city's  Riverfront  Development  Commission.  Although  no 
written  documentation  exists  on  the  arrangement,  we  were  told  that  the 
commission  was  responsible  for  reimbursing  the  SRA  for  the  allocated  portion 
of  the  insurance  premium,  which  should  have  amounted  to  $3,652.  However, 
because  SRA  personnel  failed  to  bill  the  commission,  the  reimbursement  was  not 
made.  In  addition,  we  found  that,  although  the  truck  and  trailer  had  been 
junked  as  of  the  fall  of  1992,  insurance  on  these  vehicles  was  still  being 
carried.  When  we  brought  this  to  the  SRA's  attention,  the  insurance  was 
cancelled. 

The  lack  of  adequate  insurance  coverage  could  potentially  have  a  severe 
impact  on  the  SRA  's  financial  resources.  The  lack  of  fidelity  bond  coverage 
makes  vulnerable  SRA's  revenues  ($2,258,358  as  recorded  in  the  general  ledger, 
for  the  fiscal  year  ended  June  30,  1992).  The  lack  of  liability  and  workers' 
compensation  insurance  leaves  the  SRA's  assets  vulnerable  in  the  event  of  an 
injury  claim.  SRA  assets  as  of  June  30,  1992  were  reported  to  be  $2,634,781. 
This  figure  does  not  include  real  estate  holdings,  consisting  of  an  estimated 
140  parcels  within  the  city,  for  which  values  were  not  available.  Vacant 
multi-family  properties  once  insured  for  $1,427,000  were  no  longer  covered, 
which  would  result  in  a  substantial  loss  to  the  SRA  if  a  fire  occurs. 
Insuring  property  for  which  the  SRA  has  no  financial  interest  or  liability 
wastes  SRA  funds,  and  unreimbursed  auto  insurance  premiums  that  were 
attributable  to  vehicles  not  under  its  control  amounted  to  $3,652. 

A  lack  of  oversight  on  the  part  of  SRA  personnel  has  caused  the  carrying 
of  unnecessary  or  inadequate  insurance.  Additionally,  some  of  the  problems 
can  be  attributed  to  the  poor  monitoring  by  the  cognizant  agency,  the  city's 
Community  Development  office. 
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Recommendat ion ;  Insurance  coverage  is  a  vital  part  of  an  agency's 
operations  and  provides  protection  and  security  in  the  event  of  unforeseen 
personal  injury  or  property  damage.  The  SRA  needs  to  put  controls  in  place  to 
ensure  that  insurance  premiums  are  paid  promptly.  Furthermore,  insurance 
policies  should  be  periodically  evaluated  to  ensure  that  coverage  is  adequate 
and  appropriate.  The  city  should  monitor  the  SRA's  insurance  coverage  to 
ensure  that  adequate  insurance  is  maintained  at  all  times,  in  accordance  with 
the  CDBG  contract.  Additionally,  the  SRA  should  seek  reimbursement  of  $3,652 
from  the  Riverfront  Development  Commission  for  the  insurance  originally  paid 
for  by  the  SRA. 

14 .   Inadequate  Control  over  Union  Station  Parking  Lot  Income; 

During  March  1989,  the  SRA  acquired  the  Union  Station  under  an  approved 
urban  renewal  plan.  In  conjunction  with  this  acquisition,  the  SRA  assumed 
operation  of  the  on-site  parking  lot  and  continued  to  rent  parking  spaces  on  a 
monthly  basis. 

Our  review  disclosed  that  the   controls  over  parking   lot   income   needed  to 

be  strengthened.     Specifically,  we  found  that: 

o  There  was  no  accountability  between  cars  parked  and  income  collected. 
During  a  site  visit  to  the  lot,  we  identified  21  of  the  36  cars  parked 
had  not  paid  the  monthly  parking  fee; 

o  Some  drivers  were  allowed  to  park  even  though  their  payments  were  in 
arrears,   and  some  people  left  owing  six  months'  worth  of  parking  fees; 

o  There  were  no  written  provisions  governing  the  uses  of  parking  lot 
income,  which  is  considered  program  income. 

A  good  system  of   internal  control   advocates  that   income  be  controlled  and 

accounted   for,    that   procedures   be   in  place  to   account   for   income   and  control 

it    from    the    point    of    collection    to    deposit,     and    that     funds    be    used  in 

accordance  with   applicable   laws   and  regulations.     Also,    HUD   has   issued  rules 

governing  the  disposition  of  program  income.     Specifically,   24  Code  of  Federal 

Regulations   (CFR)   570.504   (c)   states,   in  part: 
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Disposition  of  program  income  received  by  subrecipients .  The  written 
agreement  between  the  recipient  and  the  subrecipient ,  as  required  by 
§  570.503,  shall  specify  whether  program  income  received  is  to  be 
returned  to  the  recipient  or  retained  by  the  subrecipient.  Where 
program  income  is  to  be  retained  by  the  subrecipient,  the  agreement 
shall  specify  the  activities  that  will  be  undertaken  with  the  program 
income  and  that  all  provisions  of  the  written  agreement  shall  apply 
to  the  specified  activities.  When  the  subrecipient  retains  program 
income,  transfers  of  grant  funds  by  the  recipient  to  the  subrecipient 
shall  be  adjusted  according  to  the  principles  described  in  paragraphs 
(b)(2)(i)  and  (ii)  of  this  section.  Any  program  income  on  hand  when 
the  agreement  expires,  or  received  after  the  agreement's  expiration, 
shall  be  paid  to  the  recipient  as  required  by  §  570.503(b)(8). 

Because  controls  over  income  were  lax,  there  is  no  assurance  that  the 
$25,650  recorded  as  revenue  for  fiscal  year  1992  was  an  accurate  figure. 
Also,  it  is  doubtful  that  the  SRA  will  be  able  to  collect  from  drivers  who 
failed  to  pay  their  monthly  parking  fees.  Lastly,  it  cannot  be  demonstrated 
that  parking  lot  income  was  used  for  its  intended  purposes  because  there  were 
no  written  provisions  specifying  the  disposition  of  such  income. 

While  the  audit  was  in  progress,  SRA  personnel  began  implementing 
procedures  to  strengthen  controls  over  income.  Parking  passes  were  being 
issued  to  drivers  who  had  paid  for  them,  and  monthly  reconciliations  of 
parking  income  were  being  conducted. 

Recommendation ;  SRA  management  must  decide  if  the  operation  of  a  parking 
lot  fits  the  mission  of  the  SRA.  If  not,  it  should  consider  transferring  the 
operation  to  another  public  agency  specifically  established  to  provide 
parking.  If  the  SRA  determines  that  the  lot  can  operate  at  no  cost  to  the 
organization,  it  should  continue  to  implement  or  modify  controls  that  will 
ensure  income  is  collected  and  accounted  for  and  is  used  in  accordance  with 
applicable  regulations. 

Regardless  of  whether  the  SRA  continues  the  parking  lot  operation,  it 
should  attempt  to  collect  on  delinquent  accounts.  The  SRA  should  also 
determine  whether  previous  years'  parking  lot  income  was  used  in  accordance 
with  CDBG  regulations.  If  it  is  determined  that  the  income  was  used  for  an 
ineligible  CDBG  purpose,    then  the  SRA  must   return  those  funds  to   its  grantee. 


the  city  of  Springfield. 
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15 .   Excess  Payment  of  Accrued  Vacation  Leave 

Effective  May  27,  1987,  the  SRA's  former  Executive  Director  was 
transferred  from  the  SRA  to  the  city  of  Springfield  when  the  mayor  appointed 
him  Commissioner  of  Community  Development.  He  continued  to  serve  as  the  SRA's 
Executive  Director,  on  an  unpaid  basis,  until  June  1992,  when  the  current 
Executive  Director  was  hired.  Based  upon  discussions  with  the  former 
Executive  Director  and  the  city's  personnel  director,  as  well  as  reviews  of 
attendance  calendars,  leave  records,  correspondence,  and  the  city's  vacation 
ordinance,  the  former  Executive  Director  was  erroneously  paid  for  11  1/2  days 
of  vacation  (representing  approximately  $2,000). 

At    a   meeting   held   May   21,    1987,    the   board  members    of    the   SRA   passed  a 

resolution  that  states,   in  part: 

That  all  Springfield  Redevelopment  Authority  fringe  benefits,  including 
but  not  limited  to  annual  and  sick  leave  accruals  by  [the  former  Executive 
Director]  shall  be  maintained  and  preserved,  as  of  the  close  of  business, 
Tuesday,  May  26,  1987,  until  used,  or  otherwise  disposed  of  by  [the  former 
Executive  Director].    .    .  . 

SRA  records  indicate  that  the  former  Executive  Director  had  accrued  242 
days  of  sick  leave  and  26  days  of  vacation.  The  former  Executive  Director 
stated  that  he  authorized  his  accrued  sick  leave,  but  not  his  accrued  vacation 
time,  to  be  transferred  from  the  SRA  to  the  city.  City  records  indicated 
that,  between  June  1,  1987  and  December  31,  1987,  the  former  Executive 
Director  took  and  was  paid  for  11  1/2  vacation  days,  which  was  charged  to 
federal  CDBG  funds,  even  though  under  the  city's  vacation  ordinance  he  would 
not  have  been  granted  any  vacation  time  by  the  city  until  January  1,  1988. 
This  fact  was  confirmed  by  written  correspondence  from  the  city's  personnel 
director.  Therefore,  the  only  vacation  time  available  would  have  had  to  come 
from  time  accrued  and  transferred  from  the  SRA.  However,  in  June  1992  the 
former  Executive  Director  requested  and  received  full  payment   from  the  SRA  for 
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the  26  days  of  vacation  that  had  been  accrued  as  of  May  26,  1987.  This 
payment,  which  totaled  $4,500,  was  charged  to  federal  CDBG  funds.  In  February 
1993,  the  former  Executive  Director  retired  from  the  city. 

The  questionable  payment  of  approximately  $2,000  for  the  11  1/2  vacation 
days  which  no  longer  existed  was  due  to  misunderstandings  between  the  former 
Executive  Director,  SRA  personnel,  and  city  personnel.  These 
misunderstandings  developed  from:  (a)  a  lack  of  written  instructions  from  the 
former  Executive  Director  concerning  the  handling  of  his  accrued  leave;  (b) 
the  SRA's  failure  to  notify  the  city  of  its  May  21,  1987  board  resolution;  (c) 
unclear  communications  between  the  city's  personnel  and  community  development 
departments;  and  (d)  a  city  vacation  ordinance  that  is  unclear  as  written  and, 
therefore,  subject  to  differing  interpretations  concerning  fringe  benefit 
entitlements  and  the  transfer  of  such  benefits. 

The    payment    of    approximately    $2,000    for    vacation   time    which    the  former 

Executive  Director  previously  benefitted  resulted  in: 

o  These  funds  not  being  available  for  other  necessary  program  purposes; 
and 

o    An  unallowable  duplicate  charge  to  federal  CDBG  funds. 
Recommendation :     The  SRA  should: 

1.  Bring  this  matter  to  the  attention  of  city  and  HUD  officials  to 
determine  whether  the  city  or  the  former  employee  is  responsible  for 
reimbursing  the  federal  CDGB  program  for  the  amount  in  question,  or 

2.  Attempt  to  obtain  an  appropriate  and  acceptable  waiver  from  the  city's 
vacation  ordinance  for  this  specific  situation. 
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SUPPLEMENTARY  INFORMATION 

Audit  Review 

At  the  conclusion  of  our  audit,  we  reviewed  the  results  of  our  examination 
with  John  Klenakis,  Executive  Director  of  the  Springfield  Redevelopment 
Authority. 


ORGANIZATION 


June  30,  1992 


The  Springfield  Redevelopment  Authority  is  authorized  by  and  operates 
under  Section  4  of  Chapter  121B  of  the  General  Laws,  as  amended,  which  is 
known  as  the  Housing  and  Urban  Renewal  Law.  The  Authority's  office  is  located 
at  73  State  Street,  Springfield.  John  Klenakis  is  the  Executive  Director.  As 
of  June  30,   1992,   the  Authority  was  organized  as  follows: 


Members 


Name 


Title 


Term  Expires 


Sophia  Jeffery 

115  Wellington  Street 
Springfield 


Chairman 


June  1993 


Philip  Collins,  Jr. 
100  Sawmill  Road 
Springfield 


Vice-chairman 


April  1990* 


Henry  M.  Downey 

79  Bridle  Path  Road 
Springfield 


Member 


April  1992* 


Serop  Melikian 

127  Dayton  Street 
Springfield 


Member 


April  1994 


Marilyn  Moore  Riddle 
283  Longhill  Street 
Springfield 


Member 


April  1996 


*Holdover 


